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QlCtntcb ^ l ctU» 


eOMMIIIUON 



Decemb«r 1982 


Dear fellow employee: 

Our retirement system has come under increasing attack 
In recent years. Many of the benefits we once enjoyed no 
longer exist. I believe this attack will continue to the 
point where the retirement system’s benefits will be emasculated, 
unless we come \xp with an alternative. Recall the past 
benefits such as the 1% kicker, the look-back formula, the 
twice -a- year cost-of-living adjustment, and the full adjustment 
at any age of retirement. They have been either changed or 
repealed. Note also that as of this month we will be paying 
the Medicare tax. 

Ue anticipate that federal employees will be placed 
under Social Security soon, a move I have opposed. However, 
when that occurs, I believe we should turn this loss into a 
net gain for federal employees. For that reason, X have 
suggested an alternative-- to establish a new system for new 
.workers, which current workers may join, while leaving the 
current system Intact for all current workers who prefer to 
remain in it. 

The new system shoxild be less costly and more closely 
patterned after private sector plans. In this way, the new 
system will not be subjected to cost-cutting necessities. 
Establishing s\ich an alternative system may be the only way 
to protect the current system from further substantive 
change . 

Until a majority of chose affected by this proposal 
support it, I will not pursue the passage of this legislation. 
What follows is a detailed explanation of the proposal. I 
hope you find the information helpful. 

With best wishes. 


^^,^rdially, 

TED ^STEVENS 
Chairman 


on) 
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LETTER OF TRANSMITTAL 


U.S. Senate, 

C^OMMITTEE ON GOVERNMENTAL AFFAIRS, 

Subcommittee on Civil Service, 

Post Office, and General Services, 

Washington, D.C., December 9, 1982. 


Hon. William V. Roth, Jr., 

Chairman, Committee on Governmental Affairs, 

U.S. Senate, Washington, D.C. 

Dear Mr. Chairman: The Subcommittee on Civil Service, Post 
Office, and General Services transmits the following analysis of my 
bill to establish a new federal employees retirement system. 

Because of the recent changes and increasing future threat to 
the current Civil Service Retirement System, we have formulated 
an alternative pension system, closely related to the private sector, 
to provide a more secure, stable, and financially rewarding pro- 
gram for the federal worker. This new program would be for new 
federal employees and for those in the current work force who 
elect to participate. 

Naturally, any proposed changes that at first glance appear 
threatening are a cause for overwhelming concern. In presenting 
these proposed changes to concerned federal employees, we have 
developed a series of extremely informative position papers describ- 
ing in detail the legislation’s three tiers of retirement benefits. 
T^ has been a critical factor in informing the federal employees 
of these proposed changes. 

The requests for information on this proposal have been tremen- 
dous in volume. In order to respond to these requests, we have com- 
piled an analysis to help inform the Members as well as other fed- 
eral employees of information necessary for making a decision on 
such an important matter. 

Therefore, I request that the Committee on Governmental Af- 
fairs issue a committee print of the enclosed anal3rsis in order to 
better and more economically disseminate this information. 

Cordially, 

Ted Stevens, 

Chairman. 


(V) 
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4» I. DESCRIPTION OF LEGISLATION 

iNTRODUCmON 

Retirement spells drastic changes for individuals and families. 
TriftfiTTift drops. Priorities change. A second life begins. Prior to r^ 
tirement an employee makes a variety of decisions affecting his 
future. The most important questions are what will he do; when 
will he retire; and how much income will be needed to meet the 
needs of himself and his family. 

Unlike 25 years ago, today an employer must offer a retirement 
plan to attract quality employees. A good retirement plan offers to 
resolve in part the questions of a reasonable retirement age and a 
sufficient income level. To determine these and other specifics, an 
employer must consider a number of factors, such as: 

1. What can be profitably offered? 

2. What benefits are competitive with counterpart businesses? 

3. How much employee turnover is desirable? 

4. What age range is necessary or desirable for the type of work 
involved? 

5. What requirements must be met under the Employee Retire- 
ment Income Security Act of 1974? 

The Fedeinl Government as an employer, however, is faced with 
a different set of circumstances. The government’s provision of a 
secure retirement for its employees is counter-balanced by its r^ 
sponsiveness to the taxpayers. While employee benefits in a busi- 
ness are constrained by the profit margin, similar benefits in gover- 
ment emplo 3 rment are constrained by the public’s willingness to 
pay. The government has a responsibility to both groups to provide 
a good yet affordable retirement plan, l^e current Civil Service 
Retirement System (CSRS) is clearly lacking in both respects. It is 
an expensive plan which rewards a few at the expense of many. 

The Congressional Bu(^t Office reports that annual outlays of 
CSRS are $17.3 billion and will rise to $30.1 billion in 1986. Total 
retirement costs constitute 36.8 percent of payroU, of which 29.8 
percent are government costs. This is to be compared to typical pri- 
vate sector plan costs of 22.7 percent. Yet, these high costs refl^ 
benefit pajmaents to a relatively small group of prople. Studies 
show that approximately 25 percent of new federal hires remain in 
the government until retirement. The remaining 75 percent either 
withdraw their contributions upon resignation with little or no in- 
terest accrual or they remain vested m the system to r^ive a 
marginally smaller retirement benefit upon reaching retirement 
age. Hence, the exorbitant costs of the current system result from 
the relatively few who take advantage of it. 

We are convinced that the cost of the system can be signific a n tly 
reduced while redistributing the benefits to profit the most. In 
order to do thia in ffie most equitable manner, we have introduced 

( 1 ) 


Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 001 20002-9 


Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 001 20002-9 

2 

A bill to establish a new retirement ^^stem to mandatorily cover all 
federal employees hired after the date of enactment of this legisla- 
tion with the option to current federal employees to elect coverage 
^der this new system. This lemlation, the Civil Service Pension 
Reform Act, will dramatically change the pension system for feder- 
al employees. 

It includes social security coverage for all new federal employees. 
So<^ security will be the foundation for the rest of the system. It 
will m a ke the system compairable to pension plans in the private 
sector. The public will no longer have reason to single out federal 
workers as ones insulated from their concerns. All will be treated 
equally here. Yet, even to the federal worker, the benefits of social 
security coverage far outweigh the liabilities. 

The basic pension plan wiU be a defined contribution plan requir- 
government contributions only, eventually to be invested in the 
private sector. One^s retirement will depend upon the accumula* 
ti oM of his contributions plus its investment earnings. Private in- 
vestment provides a variety of heretofore unavailable options. Indi- 
j^ual employees will now particiimte in investment decisions. 
When an employee feels his account is sufficiently large to support 
him, he can leave at any time. 

Most feder^ workers will actually benefit from this new system. 
Actu arial estimates reveal that employees at all income levels who 
work a full career will receive greater net replacement of their 
mco me (after taxes) t han under the current system. Tlie new 
sy^m will provide employees with portability between the federal' 
wd private sector, non-existent now. An employee may leave after 
five years, ta kin g with him his accumulated earnings and his social 
security cre<tit This option heirdds a new flexibility for federal em- 
ployees. Retirement benefits will no longer direct the decisions for 
mid-cmeer federal employees who are considering other career al- 
ternatives. The retirement plm will continue to reward full career 
federal employees while firming part career employees to move in 
and out of the non-federal sector. 

In addition, unfunded liabilities and spiralling government costs 
will be problems of the past. The system will be mlly funded. The 
government's costs will be fixed. This system also achieves substan- 
tia cost savings over the current S 3 rstem. The new system reduces 
the cost of federal retirement to the government, and thus to the 
taxpayer, by 20 percent. These savings are achiev^ primarily from 
three places. First, coverage by social security predudes the gen- 
eration of diroroportionate benefits to those who work in covered 
emplo 3 mient tor short spans. Serand, those who take advanta^ of 
the current s]^stem by retiring with minimuTw age and service eligi- 
bility will no longer receive benefits commensurate with the cur- 
rent arr^gement untd £^e 62 when social security payments 
b^pm Third, cost-of-living increases are funded through private in- 
vestment, rather thayi government largess. 

Admittedly, the concepts contained in the legislation are some- 
what revolutionaiy vis-a-vis the current S 3 nrtem. However, such re- 
tirement plans are fairly common in the private sector. The struc- 
ture, the costs, and the benefits are comparable to many good pri- 
vate sector retirement plans. The following describes the bill's gen- 
eral provisions: 
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1. The proposal mandatorily covers all federal and postal employ- 
ees hired af^ the date of enactment 

2. There is an option for current workers to elect coverage in the 
new srpsteixL 

3. The government will buy an employee’s current retirement 
cre^t for the employee who elects coverage in the new system. The 
new amount wm be placed in the employee’s accoimt in the new 
system. The employee will have two options: 

(a) The worker’s current retirement contributions will be 
matched by the government with the total increased by a 5- 
percent interest factor compounded for the number of years of 
service, or 

(b) The worker will be entitled to the present value of his ac- 
cumulated benefits euljusted by a 6-percent inflation factor. 

The following table illustrates the amounts involved for an em- 
ployee who entered government service at age 25 with, a starting 
salary of $10,000 and received annual pay increases of ^ percent. 
Option A is based on a 5-percent inter^ rate. Option B is based on 
a 6-percent discount rate and an assumed 6 percent inflation rate. 


OptiwA OptiowB 


30 $ 9,104 $ 4,421 

35 23.806 17.219 

40 46.692 50,135 

45 81.424 125.279 


4. The first tier of the new system will be social security. Federal 
employees will pay the same social security taxes as covered em- 
ployees and will receive the same benefits. The government will 
pay the employer tax and pay its portion into the social security 
trust hmd. 

5. The second tier will be a defined contribution plan. The gov- 
ernment will contribute to an employee’s account 9 percent of the 
first $20,000 (adjusted annually) and 16 percent for every dollar 
thereafter. This is a government contribution plan onW. 

6. The third tier will be a voluntary thrift plan. The emplo]^ 
may contribute any amount he wishes. The government will match 
100 percent of the employee’s contribution up to 3 percent of 
salary. In other words, if the employee contributes 6 percent, the 
government will contribute 3 percent; if the employee contributes 2 
percent, the ravemment will contribute 2 percent. 

7. An empl^ee will vest in the new system after five years of 
participation. This includes newly-hired enmloyees and current em- 
ployees who transfer to the new system. Amr five years of partici- 
pation, an employee may leave government with the entire amount 
in his retirement account. This includes government contributions 
plus interest. Alternatively, he can draw an actuarily-adjusted an- 
nuity or he may defer drawing on the account imtil later in life. In 
such a case, the account would continue to accrue interest. Survi- 
vors will receive a social security benefit supplemented by the ac- 
cumulated earnings in the employee’s or annuitant’s account. 

8. The new system will contain a new pension fund. All govern- 
ment contributions to an employee’s account in the fimd will be in- 
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vested in spe<^ issues of the Treasury for the employee’s first five 
years of participation. The employeels contributions to the thrift 
plan will be available for private sector investment beginning the 
second year. After an employee's fifth year of participation, all new 
^vemment contributions will be available for private investment 
During the first several years of the new system, however, govern- 
ment con^utions to an employee’s account after the fifth year of 
participation will be phased into private investment 

9. There is established an eleven person Federal Pension Board 
exposed of the Secretaries of Treasury, Commerce, and Labor, the 
^airman of the Federal Reserve Boturd, six appointments by the 
President (nominated to him by employee organizations), and an 
Executive Director appointed by the President with the advice and 
ransent of the Senate. All Board members will be subject to the fi- 
dudpy responsibilities spelled out in ERISA. The Board will gen- 
er^y oversee investments of the fund. The Board will also eatab- 
le a variety of investment options to which employees may direct 
thrir investments. Employees shall receive anTiiml statements 
showing their current accounts and providing them with an oppor- 
tunity to choose investments. The presiding member of the Board, 

2?® ^^® President’s appointments, will be the Elxecutive Director. 
The Director will implement the investments, contract with private 
“T^toent firms, and perform general administrative functions. 

10. A new sick leave and di^ility ^stem is established. Frach 
employee will be granted seven days of non-accumulating annual 
sick leave. Illness^ or ipjuriw necessitating longer leave will trig- 

S r short-term accident and illness insurance. Such insurance wul 
preceded by a short waiting period and application for such pay- 
ment murt be accompanied by medical documentation. Dependum 
Upon ono s longth of service and the duration of hi« absence, an 
employee will receive 100 percent, 80 percent, and 60 percent of his 
gross pay. 

the al^nce will extend beyond six months, the employee may 
apply for long-term disability. If he qualifies for disability under 
sod^ seemity, he will be guaranteed 60 percent of his gross pay 
jmtil restoratfon or death. If he does not qualify for social security, 
f®, covered for two years, .^ter two years, he must 

^e a fitness for duty examination or be dropped from the rolls. If 
he 18 considered capable of performing any fMeralMob, he must be 
appomted to a position. If he refuses the position, all disability pay- 
ments cease. If he is not able to perform any federal job but is stul 
not eligible for social security, he will receive 40 percent of his 
gross pay until restoration or death. 

11* The u nf u n d e d l i ability of the current system is amortized 
over a 40-year period by payments from the general Treasury. All 
agencie s puy the fill! cost of the employees remaining in the 
current system. 


Social Secubity (^ovebage 

In developing a proposal to restructure the (Svil Service Retire- 
ment System (CSRS), we decided that social security should form 
the base of any new system. We recognized, of course, that cover- 
age of even new federal employees under social security is an ex- 
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tremely volatile issue. (Our proposal grandfathers current workers 
aiiH retirees in the current system.) Nevertheless, we believe social 
security coverage is a necessary part of any restructuring proposal 
and that, most federal employees will find their overall benefit 
package improved. 

Much misinformation has circulated concerning the issue of 
sodal security coverage for federal workers. Many employees ap- 
parently believe that the entire effort is motivated by a desire on 
the part of some of^ials to “bail out” a financially troubled social 
security system by draining the reserves of a fmancially sound 
CSRS into the social security trust fund. This is not true. While 
coverage of federal workers does enlumce the financial status of 
the social securi^ trust fimd in the short run, the additional reve- 
nue will be largely offset by increasing eligibility for social security 
benefits as those individuals reach retirement age. 

Besides, the reason the C!ivil Service Retirement Trust Fund is 
considered financially sound is due to the fact that the general r^- 
enues annuafiy transferr^ to the fund fi:t>m the Treasury subsidize 
the system. llus is not true for the social secxirit;^ system. Some 
proposals for stabilizing the social security system include tapping 
the gener£d revenues of the TVeasury. 

There are, we think, some basic considerations involved in the 
question of whether federal employees ought to be covered by 
soci&l s©ciirity« 

1. The social security benefit is portable. Currently, the vast ma- 
jority of those individuals who come to work for the federal govern- 
ment will leave federal employment and receive virtually no reti^ 
ment benefit from CSRS. Social securify coverage will provide 
these individuals with a continuity of service covered by a potential 
retirement annuity. Such portability should actually enhance the 
recruitment of some indiviauals who would hesitate to take federal 
employment ttecause no such protection was being afforded. 

2. Additional protections are found in the area of disability and 
survivor benefits. Those who currently leave federal employment 
without vesting in CSRS or who voluntarily withdraw from CSRS 
a^r vesting bava no TniwiiTiiiTn disability or survivorship prot^- 
tion of anykind until they fulfill the basic requirements for social 
security coverage. With a social security based plan, such income 
protection will exist continuously r^^ardless of job transfer. In ad- 
dition, ^ere is a greater dollar protection under the social security 
disability and survivor programs than under CSRS. This greater 

g rotection includes the mmily benefit attached to a wage earner’s 
asic social security tenefit. 

3. The social security benefit is tax free. Currently, CSRS bene- 
fits are fully taxable once benefit payments equal we employee’s 
lifetime contributions. 'Diis usually takes 18 months to 2 years. 
Social security benefits, however, are tax free from the first dollar. 
This is especially significant for wage earners at the lower grade 
levels, because a larger percentage of their retirement income will 
come from social security. 

4. Social security coverage of federal employment would diminish 
resentment many citizens feel toward federal employees and retir- 
ees. IVo reasons are often cited by citizens writing to Members of 
Congress about this issue. First, they do not understand why they 
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contribute to and participate in the social security system 
while a substantial group of employees, including those who admin- 
ister the social security programs and make decisions affecting it, 

^ allowed to remain exempt. Second, they resent the fact that 
federal workers who acquire social security protection without 
haying worked an entire career under social security acquire their 
social security benefits under especially advantageous circum- 
stmces. The social security formula enhances benefits for workers 
with low career average wages because of either low paying jobs or 
because of Mriods of time out of the work force. Federal workers 
who work short careers under social security covered emplojnment 
receive the weighted benefit intended to provide the transimit 
worker with a base income. This advantage is paid for by payroll 
taxes of all other workers. 

5. Perhajps the most important ben^t of social security coverage 
B the political one. The current exclusion of federal emplojrees 
from social security coverage and the nonint^ration of the CS®S 
with social security has left the CSRS open to political attacks 
These attacks have ^n quite successfril in recent years as demon- 
steted by changes in the cost-of-living increases. Currently, even 
deeper cuts in the CSRS are being considered in virtually every 
proposal designed to reduce the federal deficit 
Tne coverage of federal employees under social security and the 
concomitant integration with a civil service pension system will 
put federal employees in a comparable position with their private 
sector coimterparts. "niey will become a part of a larger, more po 
hbcally powerful group; Le., taxpayers covered by social security. 
This pouticm strength was demonstrated last year when significant 
social security changes were proposed and were almost iniTnaHinfa* . 
ly and unanimously rejected by Congress. This compj^ility will 
assuredly restrain the singling out of the dvil service pension for 
cost-cutting exercises. 

DeFINKD CONTBlBTmON PLAN 

Deroite the news accounts of the extravagant retirement benefits 
awarded to federal workers, for most, the federal retirement 
system falls far short of true protection for the aged. Approximate* 
ly 75 percent of a group of new federal hires receive little or no 
benefit from the current system because the Civil Service Retire- 
ment System is intended to provide adequate protection for only 
teose ^ployees working long careers in the federal government 
Portability of benefits between the federal and non-federal sector is 
nonexistent. Once vested, there is still no guarantee that the annu- 
ity expected will be received. Federal retirement benefits are de- 
pendent upon Congress^ annual willingness to Tnaintain the ever 
increasing government funding of the system. In recent years. Con- 
gress h^ contmually pared the level of benefits. It is likely Con- 
gress will continue to do so. 

Our proposed pension reform, however, resolves in large part 
thero problems. In addition to a fi^ tier of fully portable sodal se- 
(nmty credits, our approach provides for a supplemental pension 
that vested employees would own and could take with them if they 
left their federal jobs. It is this defined contribution plan, the 
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second tier of the new system, that is the mmor vehicle to accom- 
plish the desired changes. The defined contribution plan will pro- 
vide a supplemental pension to an employee’s social security retire- 
ment benefit Thus, a combination of sooal security and a defined 
contribution plan will form the primary basis for the employe’s 
retirement income. 

A defined contribution plan is significantly different from the 
currently structured defin^ benefit plan. A defined benefit plan is 
really a definition of eli^ility together with a formula for the 
computation of benefits an employee receives when eligibility is ac- 

5 uir^. The definition is subject to change bv Congress at any time, 
i defined contribution plan is one in which a fixed percentage of 
salary is contributed bv the employer to fund a worker’s annm^, 
the size of which woula depend on the sums accumulated in an in- 
dividual’s account Federal employees covered by the new system 
would make no contribution to the defined contribution plan. 

Under our proposal, the Government will contribute 9 percent of 
the first $20,000 in salary and 16 percent for every dolku* thereaf- 
ter. The contribution rates are designed to provide a very good re- 
tirement at age 65 with 40 years of service. For instance, under the 
current system, an individual with the above age and service re- 
ceives 85-90 percent of his net preretirement earnings five years 
after retirement. Under our proposal, the same individual receives 
90-100 percent of his net preretirement earnings by the combina- 
tion of social security and the defined contribution plan. In addi- 
tion, employees will have an opportunity to increase their net re- 
placement rates by participating in a thrift plan (discussed fully in 
the next section). 

The percentage contribution variance at $20,000 is desigped to 
proportionately replace one’s preretirement income at all income 
levels. This variance is intended to somewhat offset the skew in 
social security benefits. Social security, as a social insurance pro- 
gram, redistributes tax receipts to provide greater proportional 
benefits to lower income workers. By providing a variable contribu- 
tion, the Civil Service Pension compensates for this social security 
distributive bias to more closely achieve a level percentage of re- 
placement income at all income levels. 

The government contributions to an employee’s account will 
eventumly be invested in the private sector. Thus, an annuity ar- 
ranged with an individual will be dependent upon the conmbu- 
tions to his account plus the ftamingH. Another section discusses 
the advantages of private investment. Suffice it to say that a whole 
range of new opportunities are available to federal workers 
through the private investment option. 

NEW FLEXIBILITY 

As mentioned previously, most federal workers receive little or 
no benefit from the current system. The current S 3 rstem rewards 
employees who work for the government most of their lives. For 
those individuals, the retirement system is a great bonus. But for 
those who leave government before retirement age, the system is 
unrewarding. Employees who leave prior to retirement may choose 
to withdraw their own contributions with little or no interest or 
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leave the money in the s^tem and draw a significantly lower an- 
ntuty at retirement since it’s computed on the salary they were re- 
aving at separation. This dilemma often constrains employees 
irom leaving government service, even though they may desire to. 
Tto phenomenon, known as the “golden handcuffs”, not only 
l^ders employee futures but builds a certain amount of unproduc* 
tivity in the federal work force. 

The new pension system alters this scenario. After five years of 
imticipation, an employee may leave the government and receive 
the entire value of aU pension credits eam^ up to the point of sep- 
aration. In effect, the employee will be able to choose one of three 
options: (a) a lump sum payment of the full value of earned pen- 
sion credits; (b) a deferred annuity which would be based on the 
n^ .^^ue of credits earned up to me point of separation, plus any 
wdinonal interest on thoM credits earned between separation and 
the annuity begins; and (c) an immediate annuity. Thus, 
under this plan there would be no age requirement. Any worker 
who stays for five years would reap a benefit earned under the re- 
tirement system, and in addition, would retain all sodad security 
credits earned through federal employment. The system is 
to provide a good retirement for someone who works until age 65 
vath 40 years of service, and younger in some cases; yet, under our 
plan, ones who choose to leave government earlier will no longer 
be penalized. 


LBOiO. BIGHTS 

Regardless of the claims by federal workers that once vested 
their retirement benefit cannot be changed, it is clear that Con- 
gress 1^ the authority to make changes in the system applicable 
not omy to vested employees but also to current retirees. In the 
u Congress has repealed the 1 percent kicker, the 

look-bMk feature, twice-a-year cost-of-living adjustments, full 
cost-of-liv^ adjustments at any age, and has cmmged the opportu- 
h) take full advantage of a new cost-of-living adjustment to a 
method that prorates the first cost'Kif-living adjustment after retire- 
ment to rdlect only the months since the annuity commenced. 
Congress will continue to consider other changes, further reducing 
benefits under the current system. 

•^e courts have consistently upheld Congress’ authority to 
modi^ government pensions. The Supreme Court has held that a 
pension grated bv the federal government confers no rights which 
^^ot be revwed, modified, or recalled” by subsequent legislation. 
Addition^y, the court has ruled that until a pension is due, an 
employee s right is not contractural but a mere expectancy which 
CM M revoked at any time. Hence, there is little certainty or secu- 
rity m the current system. Our proposal, however, is structured to 
remove the uncertainty of the current ^nrtem and to actually es- 
^^h currently vested property rights in the government’s contri- 
butions to the pension fund. 

(^ce M employee b^ins participation in the new svstem, an in- 
^dualized account is opened for the employee. Qintributions 
from the employing agen^ will flow through the employee’s ac- 
count mto the directed investments. Those contributions will be 
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pooled with other employees’ contributions and invested into var- 
ious private and public instruments. Earnings on those investments 
will be continuously credited to employ accounts. Annually, the 
employee will receive a statement showing the principal and inter- 
est accrued in his accoimt 

According to the legislation, an employee vests in the pension 
system after five years of participation. But unlike the current 
system, in which vesting simply means eligibility to receive an ex- 
pected benefit, vesting in the new system means each employee 
owns and therefore has a right to receive all monies in that em- 
ployee’s account upon leaving federal service. In effect, because the 
employee’s monies could be in part invested through private invest- 
ment firms, the government would not be able to subsequently 
withhold any monies credited to the employee’s personal account. 

Once contributed to an employee’s account, the monies become 
part of an investment portfolio administered under a quasi- 
contractural relationship involving the employee, the Pension 
Board, and the investors. The Congress, of course, could alter 
future contributions by legislation but could not tamper with the 
monies currently in the accounts. Therefore, an employee’s pension 
will have far greater protection than now. 

SEDUCED COST AND FULLY FUNDED 

In recent years there has been much bantering about the term 
“unfunded liability”. Unfunded liability descrfi>es the difference be- 
tween the expected obligations of the retirement system minus the 
«cpected receipts. It has resulted from the lack of government 
funding through the late 1960’s, the cost of cost-of-living adjust- 
ments that are not paid for, certain retirement credit recognized 
for which no contributions are made, poor money management, 
and other reasons too numerous to mention. 

The current unfunded liabili^ is estimated to be $500 billion. As 
long as the government is willing to subsidize the syst^ throu£^ 

S meral revenues of the Treasury, the system is financially sound. 

owever, the cost is increasing annually as is reflected by thin 
growing unfunded liability. These facts jeopardize the continuation 
of the cxirrent benefit level The sheer immensity of these future 
obligations guanmtees political attention that can only harm the 
financial integrity of the current program. 

The cost of a current worker’s expected future retirement benefit 
has climbed to 36.8 percent of pay. The worker contributes 7 per- 
cent matched by his emplo 3 ring agency. The remaining 22.8 percent 
is, in effect, an outstanding foture cost. The only guarantee that 
his benefits will be paid at the level promised is Congress’ willing- 
ness to allow this ever increasing demand for a general revenue 
subsidy to continue. 

Our proposal resolves the imue of unfunded liabilities. The spi- 
raling costs of CSRS wrill be brought under control The govern- 
ments future costs will be fixed. Ibie total cost to the government 
will always remain a set percentage of salary which is et^y recog- 
nized and predictable. Unfunded liabilities will never exist since 
the onlv government commitment will be the awTuml contributions 
to employees’ pensions. In addition, as part of our plan, tiie un- 
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funded liability of the current system will be amortized over a 40* 
year period. Hence, the current system will have adequate fimding, 
and the threat to benefits under that system will decline. 

As a result of our restructuring proposal, the government's cost 
for retirement for its employees will be reduced. Under the current 
system, the government pays approximately 29.8 percent of payroll; 
under the new system that cost will drop to approximately ^-23 
percent, including the cost of social security. This reduced cost com- 
pares favorably to good private sector plans. 

In condusion, oim proposed defined contribution plan, although 
transferring some investment risk to employees, contains a multi- 
tude of advantages— legal, social, and monetary— over the current 
defined benefit plan. 

Thrift Plan 

Using reasonable economic assumptions, an employee can retire 
under the first two tiers of our proposal at age 65 with 40 years of 
semce with better benefits thmi uniter the current system. The 
third and last tier of this new sjrstem, a thrift plan, can ensure 
greater benefits, with the posstemty of enabling an earlier retire- 
ment. Partidpation in this thrift plan is optionaL Tnftlnainw of the 
thrift plan in our proposal is designed to give the federal work force 
maximum flexibihty in its retirement planning. 

Thrift plans are a growing, popular feature of compensation pro- 
pams in both the pubUc and private sector. In fact, currently at 
least two federal agendas provide thrift plans to their employees— 
the Federal Reserve Board and the Tennessee Valley Authority, 
^e plan proposed in this new S3rstem is comparable to those found 
in the private sector. These plans have proven to be an attractive 
addition from both the employer and employee perspective. 

Under our ss^stem an employee may contribute up to 16 percent 
of pay with the government matching the first 3 percent For prac- 
tical purposes, mort emplov^ who partidpate wul contribute 1, 2, 
or 3 percent of l^eir pay which will be matched by the government 
These contentions will be comingled with contrteutions to the de- 
fined contribution plan and will be invested in the private sector. 
However, employee vesting in the government contributions will 
occur more quickly than in the defined contribution plan. 

In the basic pension, employees vest in five years. In the thrift 
plan, employees vest in a portion of the government’s contributions 
after the first year. Vesting begins with 20 percent vesting after 
the first year, mcreasing by 20 percent each year until it reaches 
100 percent after the fifth year. 

The advantages of earlier vesting are considerable. Approximate- 
ly one-third of ail employees entering federal service leave govern- 
ment within the first five years. B^use they have left prior to 
vesting, they cannot be eligible for a benefit. Under the current 
system, these employees receive refunds of all of their retirement 
contributions. Under the new system, the five-year vesting require- 
ment in the basic pension also precludes those who leave Itefore 
. five years froin receiving a retirement benefit. However, they have 
earned and will carry with them social security credite based on 
their federal emplo}nnent, a refund of their own contributions to 
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the thrift plan, with interest, plus the prorated vesting in govern- 
ment contentions to the thrift plan. 

The primary motive for the institution of a thrift plan is to en- 
courage employees to save for their retirement. Tra^tionally, re- 
tirement income flows from three sources, ie., social security, em- 
ployer pensions, and personal saving. Dining inflationary periods 
it is dimcult to save. A thrift plan is designed to attract reluctant 
savers and to grant employees additional options for retirement 
planning. 

With the availability of IRAs, some may argue that the addition 
of a thrift plan is superfluous. We disagree. An IRA is most helpM 
as a limited tax shelter. Many, however, will find that the govern- 
ment matching contribution will be more beneficial than an IRA. 

This feature is not intended to dissuade the opening of IR^ but 
rather as an additional option for federal workers’ retirement plan- 
ning. 

Funds in an IRA are tied up for many years. However, the Fed- 
eral Pension Board (discussed in the next section), which manages 
this new system, is given discretion to establish loan arrangements 
with employees fix^ their thrift accounts. A number of private 
firms who utilize these plans have wimilar loan opportunities. Nor- 
mally, such arrangements are restricted to illnaag or significant fi- 
nance commitments such as higher education. Thus, in general, 
the loan arrangement and the early vesting of the thrift plan make 
these funds more readilv available to the participants. 

Participation in the thrift plan significantly increases retirement 
benefits. For example, an individual at age 65 with 40 years of 
service would receive 90-100 percent of his net preretirement earn- 
ings without participation in the thrift plan. An individual partici- 
pating sufficiently to gamer the government’s maTimiiTn contribu- 
tion (3 percent of pay), would receive 110-125 percent of tiiose same 
eaminra. 

In addition, participation in the thrift plan can afford earlier re- 
tirement opportunities. Under the current system, an in^vidual 
who reti^ at age 55 with 30 years of service receives 65-70 per- 
cent of his net preretirement ea rning s. Under the new system, the 
same individual who does not participate in the thrift plm receives 
20-35 percent of his net earnings at 55, and 55-67 percent wiffi the 
onset of the social security benefit at age 62. Employees participat- 
ing in the thrift plan will receive 31-50 percent of their preretire- 
ment earning at age 55 and 67-81 percent at age 62. Thus, at age 
62 the individual would be receiving greater benefits under the 
new system than imder the current system. 

Private Investment of the Civil Service Pension Fund 

One of the more significant changes brought about by the Pen- 
sion Reform Act is in the use of private investment rather than 
government securities for holding retirement assets. Private invest- 
ment of retirement assets accomplishes several objectives we had 
in mind when we first began to consider reform of the current CSvil 
Service Retirement S 3 mtem (CSRS). 

Investing retirement assets outside government assures that the 
accounts upon which projected benefit levels are based cannot 
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bj^me subject to budgetary rratraint during economic hard H mes 
The money to pay benefits will not be an available target in a 
period of budget cutting but will actually exist independent of the 
budget. Employees will know that they can count on the money for 
their benefits at retirement because they will actually own their 
accounts. These accounts will be able to earn interest in the pri- 
vate sector and will not be restricted to the low relative yields of 
federal securities. Finally, this investment method not only p laces 
tiie federal plan on a comparable footing with private sector plana 
it actually increases money for much needed capital formation 
throughout the economy. 

BATES OF RETUBN AND INVESTMENT EXPEBIBNCE 

_ Under the current S3r8tem, all monies are required to be invested 
in f(^eral government securities. Most of the holdings are in spe- 
cial ^ues of the Treasury which were purchased at the timn at ap- 
proximately the market rate of interest. Average yield on these se- 
curities is relatively low b^use much of the retirement fund’s 
holdings consist of old, multiyear bonds which were issued at inter- 
rates far below current rates. It should be pointed out, however, 
that the relatively low yield of the fund’s holdiiwps has no effect 
upon the ability of the system to pay the current fevel of benefits. 

In a law was enacted which allowed the general revenues 
of the Treasury to be tapped in order to stabilize the retirement 
fund. In general, the law required any future benefits not ba^ed 
up by trust hind assets to be endowM with interest pa3nnents to 
^ fund as if those missing assets were actually present in the 
fund. This interest payment of the “unfunded liability” assured 
^t income would be entering the trust fund sufficient to cover all 
benefits without further appropriations, and would continue to do 
so indefinitely. 

This conti n u ing and increasing subsidy insures the finanHai 
soundness of the retirement ftmd and does not depend upon the in- 
terest earned on the securities actually present Thus, under the 
pirrent system, because of the internal nature of the financing, it 
is reasonable for the government to maintain ownership of any 
assets acti^y present in the fund. In addition, because the cur- 
rent plan is a defined benefit plan subsidized by government pay- 
ments, there is no advantage to the plan of private investment be- 
muse benefit leyejta are not dependent on investment performance 
but upon the willingness of the federal government to to 

pay the benefit levels required by the present benefit formula. 

However, the design of the new system makes private invest- 
ment an attractive device for reducing government cost while pro- 
viding employees^ with some return on economic performance. 
Since retirement income in the new s]^stem will in large part be 
dependent upon investment performance, simply requiring the S3^ 
tern’s contributions to be invested in special issues of the Treasury 
would be denying an opportunity to employees of improving their 
investment returns (and therefore their benefits) should the oppor- 
tunity arise. Although interest earned on government securities is 
presently high, the long term experience has been that the guaran- 
teed natiire of government securities has meant a much lower 
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return than could be acquired through a more active and more 
speculative investment strate^. 

Projections for adequate retirement income under the new plan 
are based on tiie assumption of a 2 percent rate of return (real 
rate) after inflation. Historically, the rate of return on all pri- 
vate investments taken as a whole has been between 2 and 3 per- 
cent Hence, assuming a 2 percent rate of return is a very reason- 
able expectation, given the size and diversity of federal retirement 
asset investment in the private sector under the new plan. Mandat- 
ing investments in historically low gelding ^vemment securities 
would undermine the ss^stem and fail to provide the expected bene- 
fit. 

This is not to say that investments in government securities will 
be prohibited. The Pension Board (the body which oversees invest- 
ments in the new plan) will be wide latitude in investments. 
Investment decisions will be subjected to the same “prudent man” 
and conflict of interest rules under EBISA, but the Board will have 
the opportunity to invest in a variety of income producing assets 
including high gelding government securities. 

A well-rounded investment portfolio consisting of private and 
public instruments can provide reasonably secure and growing 
assets. A retirement fund accumulates contributions and invest- 
ment earningB for 30-40 years and then continues to earn interest 
as the principle declines during the 15-20 years of retirement. 

Long term trends of the economy are more important to the experi- 
ence of the fund and its participants than are short term fluctu- 
ations. 

Normally, investors seek a strong mix of long term investments 
to assure stable growth in assets. In the past couple of years, how- 
ever, pension investors have invested in shorter term securities to 
gain substantial rates of return. Occasionally poor growth periods 
could delay individual retirement decisions. On the other hand, 
strong economic performance balances out ^e poor times and 
could accelerate retirement decisions. In general, however, an earn- 
ix^ baaed plan will not interfere wil^ ratiomd retirement plan- 
niM. 

Tne legislation gives the Pension Board wide latitude in provid- 
ing alternative forms of annuities. Comparable pension plans offer 

(1) a fixed annuity which in real terms declines in value over time; 

(2) an indexed annuity which b^ins payments at a lower rate and 
then increases them in monetary terms over time in order to hedge 
against inflation; (3) a variable or participating annuity which re- 
flects changes in market conditions. Under our plan, when an indi- 
vidual retired, he could choose a form of an annuity that would be 
fiiUy protected fi:t>m market fluctuations, or one which provides 
both the advantages and disadvantage of greater risk. 

Basically, when an individual decides to b^in receiving his an- 
nuity, he is selling his account to the retirement fund for an 
income stream over the remainder of his life. If the economy does 
better than projected, the individual with a fixed growth annuity 
in a sense loses while the one with a risk annuity gains; if the 
economy does worse, the circumstances are reversed. However, 
unless an annuitant specifically chooses a variable annuity, market 
conditions will not substantially affect retirement income. 
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The general rule for the Pension Board is that investments 
shouM balance risks and returns so that account growth will be 
consistent with the need for dependable retirement planning. It is 
expected that investments will flow to a variety of stocks, bonds, 
money market instruments, real estate, and other income produc- 
mg sources. Obviously, since the fund is for retirement, the vast 
mmority of investments will be conservative. However, employees 
have a nnu a l choic^ to direct their monies into general catego- 
ric of investments. This will allow them greater opportunity to re- 
alize their own retirement objectives. 

PROJECTED BENEFIT LEVELS 

The system is designed to provide a greater retirement benefit 
than the current system for an individiud retiring at age 65 after 
working a full 40-year career in government. The system does not 
require an employee to work that long to receive a benefit; in fact, 
emplo3rees at any am could leave fe^ral employment after five 
years service and draw an annuity immediately. Of course, to 
retire on a liveable income would require far more service than 
five years, but as a practical matter, retirement at age 65 with 30 
years of service would still be possible, although full benefits would 
not be received until age 62 when the social security payments 
began. 

Another point worth mentioning here is the change in tax status 
of retirement benefits under our proposal. GSRS benefits are fully 
taxable as deferred compensation a^r an amount equal to the em- 
ployee’s total contributions to the system has been repaid in the 
fonn of an annuity, a period usually about 14 to 16 months. Tieat- 
mg GSRS benefits as taxable income is Consistent with the treat- 
ment of private pensions, but not with the treatment of social secu- 
rity, which is not taxable under any circumstances. 

Social security is considered a benefit for loss of earnings power 
due to old age, not as a pension benefit earned with each year of 
service. Regardless of the extent to which it might be argued 
such distinctions are unfair or outdated, it remains unl^ly that 
this differing tax treatment will be changed. Under the new 
sy^m, a substantial part of each total retirement benefit would be 
paid from the social security program, thereby assuring federal re- 
ti^ of the same advantageous tax treatment now afforded virtu- 
alty all other employees. 

Under the current system, once an employee’s contributions are 
exh a u rted, his benefits are taxedL An employee who retires at age 
65 with 40 years of service receives, depending upon his s^ary 
level, between 102 and 129 percent of his net preretirement earn- 
ings. That percent replacement decreases to 86-89 percent after ap- 
proximately three years. Thus, replacement of an employee's after 
tM or net preretirement earnings decreases dramatic^y after the 
third year before leveling off and remaining constant for the rest of 
his life. 

Under the new system, the same individual who chooses an in- 
dexed annuity is projected to receive 110-125 percent of his net 
preretirement earnings for the rexnainder of his life. An individual 
who instead chooses a fixed annuity will receive 129-145 percent of 
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his net preretirement earnings initially which gradually decreases 
to 94-1^ percent after 15 years. Thus, even those who choose fixed 
annuities £u% in better shape than beneficiaries under i^e current 
system. 

An individual who works until age 55 with 30 years of service 
under the current S 3 rstem receives 74-92 percent of his net salary 
which after 3 years decreases to 64-70 percent for the remainder of 
his life. Under the new system, the same individual would receive 
32-50 percent of net salary at age 55, but the percent replacement 
would climb to 67-82 percent at age 62 when social security bene- 
fits b^an and would remain there for the rest of this life. \Viule 
the aim of the system is to fully compensate those who work full 
careers in government, those who plan to retire early at age 55 will 
still be well protected in their later years. 

Recognizing that many individuals familiar with this entire issue 
would want to be certain that we had projected benefit levels on 
some reasonable basis, we have sought to verify the study done by 
the Congressional Research Service (CRS) from which these figures 
were drawn. Projections of future benefit levels are highly depend- 
ent upon economic assumptions, and while tiie study used a 
commonly accepted best-estimate set, we believed it advisable to 
select three other widely respected sets of long term assumptions, 
those of Chase Manhattan Bank, Data Resources, Inc., and the 
Wharton School of Finance. 

We compared projected benefits for a worker retiring at age 65 
with 40 years of service. Instead of using the net or after tax salary 
replacement rate, we used gross or before tax replacement rates. 

The gross replacement rates for the current s 3 rstem are 70.7 per- 
cent of fi^^ salary for all pay levels. Under D^'s assumptions, the 
same individual would receive an indexed annuity of 12^-148 per- 
cent of sahuy for the rest of his life; a non-index^ annuity would 
initially yield 162-182 percent of preretirement salary, gx^ually 
decreasing to 103-127 percent fifteen years later. 

Under Chase’s assumptions, the individual would receive an in- 
dexed annuity of 126-144 percent of his salary for the rest of his 
life. If he chrae a fixed annuity, he would initially receive 163-182 
percent of salary, again gradually decreasi M untU it fell to 99-120 

E ercent fifteen years later. Finally, under Wharton’s assumptions, 
e would receive an indexed annuity of 140-160 percent of his 
salary for the rest of his life. If he chose a fixed annvuty, initially 
he would receive 193-204 percent, gradually decreasing to 107-1^ 
percent after fifteen years. 

The econonuc assumptions used to project retirement income 
imder this legislation are relatively conservative. Three alternative 
assimiptions reveal higher retirement income. No doubt, more pes- 
simistic figures could have been used to show retirement rates mat 
were not as good as those projected. However, we thought it more 
reasonable to analyze the assumptions of reputable forecasters 
than to pull figures out of the air. 

PROTECTION OF BENEFITS: EMPLOYEE CONTROL AND OWNERSHIP 

The primary difference between the current plan and the new 
one is &e question of ownership. In other words, to what is an em- 
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ployee entitled. We argued in the Defined Contribution section that 
unlike the current system in which an employee’s benefit is de- 
pndent upon Congress’ commitment to maintain the ex p e ct e d 
benefit, the new system provides the vested employee with a prop- 
erty right in the contributed monies and their earnings. Because 
vested employees would own these contributions, they could be 
granted the freedom to invest in instruments of their ch oice 
through representatives on the Board. Undoubtedly, some retire- 
ment assets would always remain invested in government securi- 
ties. However, a quick analysis of large investors shows tha t an ex- 
clusive po^olio of government investments is highly unlikely. 

Any priv^ investment would enhance the contractural nature 
of the pension system. Although we argue t^t a property right de- 
volves from the nature of a defined contribution ph^ even if the 
money is invested solely in government securities, distributing em- 
ployee monies through various private firms and into the economy 
strengthens the contractural and property concepts. The govern- 
ment would no longer be guarwteeing a benefit: not only would 
that be strong grounds for considering the employee’s account sac- 
rosanct, but any private investment would assure that agmimniafaw^ 
contributions plus investment earnings could not even be reached 
by government action. Furthermore, because of varying portfolio 
mixes resulting from employee investment options, it would be vir- 
tually impossible to distinguish any government investment within 
each separate employee account. 

CAPITAL FORMATION 
/. Private investment: Key to growth 

T he formation of new capital is considered critical to economic 
growth. Cuirontly, oii6 of tho most significant sources of tViia 
needed capital comes from pension funds. The nation’s largest 
1,000 funds^ hold over $500 billion worth of assets. During thia 
period of tight money and high interest rates, this source of 
miancmg is mdispensi^le to some industries. There is evidence, 
fw ms^TO, that pension ftmds have kept the read estate industry 
afloat durmg the industi^s severe recessionary periods. 

The Civil Service Pension Fund would constitute a large pool of 
new capital. As mentioned previously, monies in the current retire- 
ment fund are simply held m government securities. The new frmd 
would also contain substantial amounts of ^ds, but these funds 
woidd have the potential of vastly increasing capital available for 
rerit alizing old industries, for beginning newTi naiTiaMMi!^, anH for all 
other purposes to which otherwise idle investment potential could 
be use^y put The principle of investments is predicated upon re- 
wards for the investor and the borrower. The investor increases his 
net worth while the borrower has a ready source of funds for busi- 
ness expansion. Under our plan, there would be available a greater 
pool of money to plan and build for the friture. 

JL Market absorption of new funds 

T^e current frmd holds approximately $80 billion worth of assets. 

If all of its benefit obligations were backed up by real assets, as the 
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new system will be, the fund’s size would be in the hundreds of bil* 
lions of dollars. T^enever private investments of this magnitude 
are contemplated, concerns arise as to whether markets could 
absorb such amounts without serious consequences for the econo- 
my. 

Our legislation is designed to gradually wean the pension system 
away from government securities and into private holding For 
the new system’s first five years, only ^ployee contributions to 
the thrift plan would be permitted outside of the government 
During the next five years, government contributions to the thrift 
plan would begin to be invested privately. Thereafter, each year an 
additional 10 percent of the new contributions toward the main 
pension would be available to the entire variety of investments. 

^us, not until the twentieth year would^ 100 percent of the fund’s 
new contributions be invested in securities outside of the govern- 
ment. Therefore, fears of flooding the markets with huge doses of 
money are unfounded. 

During this transition pmod, much of the money is obviously 
held in TOvemment securities. To be equitable to participants 
during tms time, money required to be invested in government se- 
curities would he guarantee at a 2 percent real rate of return. 

With this guarwtee, participants are assured that they will receive 
all the grcmth in their retirement accounts and thus ben^t values 
will be accumulating at at least the value as the projections upon 
which the legislation is based. 

127. Unfounded fears that the fund will control the market 

Another concern we have heard raised is the possibility that the 
pension fUnd would eventually control the market. As previously 
discussed, private and public pension funds now hold over $500 bil- 
lion of assets. While the Civil Service Pension Fund would contain 
significant sums of monies, as a proportion of the total investments 
in the economy the amount would be small, particularly by the 
time the transition period ends. In addition, the Poision Board 
would not have the authorify to make direct investment decisions. 

The Board’s Ebcecutive Durector would be required to contr^ 
with various private investment firms who would diversify the in- 
vestments throughout the econoi^. Many larrc pension funds al- 
ready act in a similar fashion. Tnistees of uiese funds contract 
with various money managers, who then invest in a wide variety of 
investment oi^rtunities. Thus, the Civil Service Pension Fimd 
could not be in a position to control the market any more than 
other large pension fimds. 

rV. Protection from political pressure on the use of the fund 

Fears of political pressure to direct investments in various ways 
are also unfounded, ^e Board members, composed of the Secretar- 
ies of Treasury, Labor, and Commerce, the Chairman of the Feder- 
al Reserve Board, and six members appointed by the President 
from recommendations of federal labor and manager organizations, 
would not have direct authorify over investments. Such authorify 
would be vested in the Executive Director. This individual would be 
appointed by the President for a seven-year term with the advice 
and consent of the Senate. He would be a professional money man- 
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ager from the private sector. He, as well as the Board members, 
wuid be wder the restrictions applied to private pension investors 
that require the “prudent man ” rule in the practice of investing. 

V. No increase in Government borrowing 

Arguments have been made that investing government contribu* 
taons in the private sector would require the government to first 
borrow the money from the private sector and then put it h eck in 
Bt a net loss. It is then argued that the government investment in 
me private sector would create upward pressure on interest rates 
became of increased government borrowing. No mention is Tnada of 
the effect upon interest rates of having substantial amounts of new 
capital available for private investment. Nor is it pointed out 
gradual increases in government outlays for investment will be 
more thm offset by the gradual decreases in government outlays 
for benefit pa]nnents as the transition to the new retirement plan 
gets underway. 

The current system actually contributes to the deficit and thus to 
government borrowing because every time benefits are paid, gov- 
etmnent outlays ensue, llius, the difference between employee con- 
tnbutions and benefit payments during the year contributes to that 
year s deficit By gradually investing the contributions in the pri- 
^te sector, and by assuring that benefit payments will be drawn 
from those contributions and not fiiom annual general fund subri- 
^es, oyer ^e long-run our plan gradually reduces the effect on the 
fedem budget of federal employee retirement benefits. 

The major difference in the impact on the federal budget of the 
two systems is the point at which outlays will actually occur. In 
the current system, outlays are delayed until the benefite are paid 
and then are of the amount of the benefits. In the new system, out- 
lays oomr T^n the empl<wee’s account begins to be invested five 
years aror b annin g employment Government borrowing is not 
mcTM^ by the new system; government payments in the form of 
cont^utioiu are made earlier and earn income outside the govern- 
naent thereby reducing government costs. Thus, government costs 
simply occur at a different point in the system's ari s ten ce and at a 
savmgs to the taxpayer. 

The real que^on is what happens to the money when it leaves 
the government s hands. In the current system, it goes directly to 
an anniutant, in the form of a benefit payment, who then spends 
most of it to meet 1 ^ needs. In the new 33rstem, it goes through the 
of mvestors into predominately long term investments. In a 
sense, one could say the current system is economically bias^ to- 
wards consumption, whereas the new system bolsters investment. 

As was discussed earlier, the increased formation of new capital is 
an important ingredient in any program to return the economy to 
prosperity. 


N*w oppoKruNinss 

. Pirate investment opens the door to a multitude of opportuni- 
participants and for the economy. The much publi- 
ci^ mAs with their promises of future wealth pale in comparison 
with the real returns and opportunities afforded through private 
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investment of the new Civil Service Pension Fund. Private invest- 
ment is synonymous with economic wealth for the individual and 
for the society. For the first time, federal workers will have availa- 
ble to them this same wealth. In one sense, an investment-based 
retirement plan earning investment income in the private sector 
shifts some risk to employees. However, in light of almost certain 
changes to the current system, the propo^ system is far more 
protective of employee braefits and certainly more flexible than 
the current one. 

Protections and Provisions for the Current Worker 

As mentioned memy times in prior sections, the new Civil Service 
Pension Reform bill mandatorily applies to only new federal em- 
ployees. Yet, often voiced and reasonable concerns are what will 
happen to the current system as the number of beneficiaries dwin- 
dle; what assurances do the current workers have that they will re- 
ceive what fiiey were promised; and, finally, what provisions apply 
to current workers who elect to join the new system? 

PBOTECnOKS FOR THE CURRENT WORKER 

The current ^rstem has come under increasing attack in recent 
years due to its cost, its unfunded liability and its benefits superior 
to those found in the private sector. Benefits such as the one per- 
cent kicker, and “look-back" formula, the twice-a-year cost-of-living 
adjustment and the full costKif-living adjustment applied to retire- 
ment benefits received at any age have been either repealed or 
changed drastically. Yet, the attacks persist. Note the recent CBS 
“Sixty Minutes” presentation of the retirement s^tem. 

Our new system is designed to protect and maintain the commit- 
ments made to the current work force. We feel the only way to pre- 
vent further chan^ is to establish a fully fimded, less costly 
system for new wo»ers modeled after a good, typical private sector 
plan. By doing so, however, it is with the recognition that the cur- 
rent system becomes a clos^ system to which fewer employees will 
contribute and, hence, income to it will dwindle. Many may see 
that as a potential threat to the viability of the current sjrstem. It 
is not. 

Income to the current system comes from a variety of sources. In 
Fiscal Year 1980, income to the trust fund was as follows: 


CSR TRUST FUND RNANQNG. BY SOURCE: FISCAL YEAR 1980 
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Since outlays in fiscal year 1980 were approximately $14 billion. 
It appeara the system is well funded. While the system is clearly 
solvBnty it is not Ailly fundod. Tho systoxzi wss intondod to sssuro 
that an employee's actual contributions matched by his agency's 
would pay for the benefit he would later receive. In reality, today's 
contributions pay for today's retirees. If the current system were 
closed and the funding were not changed, the system would clearly 
run out of money and be unable to pay the benefits for the current 
work force. 

Since o^ new proposal closes the current system, i.e., new em- 
ployees will instead be under the new S 3 rstem, a mechanism to fully 
nmd the current system must be adopted. Our proposal remedies 
this in two ways. 

One, it requires the agencies to pay the full retirement costs of 
their employees. Best projections reveal that the retirement cost of 
a current worker is 36.8 percent of his salary. Since an employee 
contributes 7 mrcent of his salary toward his retirement, to fully 
fund a workers account, our bill requires his employing agency to 
contribute the remaining 29.8 percent. 

Two, the unfund^ li^fity of the retirement ^stem which is ap- 
proximately $500 billion is amortized over a forty-year period. The 
combination of these two provisions assures that adequate money 
will be in the fund as every worker retires. 

The sole reason the solvency of the fund is jeopardized by the 
cessation of new contributions is because the system is not current- 
ly fully funded. Bv assuring that fiill contributions are made annu- 
ally for a workers benefit plus the forty-year amortization sched- 
ule^ of the u nf u n ded liability, time will be no need for new work- 
era’ contributions to keep the system operating. There will be suffi- 
cient sums in the trust fund to pay the last retiree's final dollar. 

It would appear that increasing agency contributions to the re- 
tirement system plus paving off the unfunded liability would have 
an adve^ impact on the federal budget In fact these changes 
have no impact on the budget. Agency accounts and the retirement 
trust fund are part of the smne federal budget A debit to an 
anncy account in the form of increased contributions is an asset to 
me retirement fund in Ae form of additional holdings. The overall 
budget is not affected; it is simply an accounting transfer within 
the budget 

The same is true for the amortization of the unfunded liability. 
Paying off the unfunded liability will require that the current pay- 
outs from the general revenues of the 'Treasury to the retirement 
tod be increased. Again, however, there is no budgetary effect 
Both accounts sue within the federal budget. 

The only action in the retirement system that affects the budget 
ia the payment of benefits to retirees and contributions to the tod 
mm employees. Ail other transactions have no budgetary effect 
^e money is simply tranrferred from the general fund to the re- 
tirament fund. Fully funding the current system will assrire *■>»«»* 
the level of benefits promised to the current work force will be paid. 

As mentioned previously, our new prop<»al is predicated on the 
met that the current system will remain unchanged for those who 
to rem a in in it. One of the purposes written into the new leg- 
islation is to guarantee the right of all current workers to enjoy 
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the current level of benefits of the 33rstem. In other words, as best 
we can, Congress is making a commitment not to change the level 
of benefits under the current ssrstem after the enactment of the 
new legislation. 

In addition, current workers will receive an annual statement 
valuating their current level of benefits. Instead of knowing the 
amount of their own contributions, workers will be apprised of the 
current value of their benefits. This is designed to legally strength* 
en their ties to a certain benefit The courts have consistently held 
that publicly provide retirement benefits are a statutory entitle- 
ment which Congress or the legislature can change at any time, a 
Congressional prerogative exercised with increasing frequency 
during these years of severe budgetary restraint Furthermore, the 
courts have held that the employees under these systems do not 
have any contractural rights to the benefits. In our plan, however, 
the annual provision of a valuated benefit plus a statement guaran- 
teeing an employee’s rights to the current level of benefits 
strengthens the le{^ ties to that benefit. While one Congr^ 
cannot bind another, establishing these greater rights to existing 
benefits would maka them more protected than they are now. 

OPTIONS TO CURRENT WORKERS WHO ELECT TO JOIN THE NEW SYSTEM 

While the new system is designed for new workers, there are op- 
tions allowing current workers to join. The new system contains a 
niunber of advantages over the current system, i.e., increased por- 
tability, mater flexibility, better survivor and disability protec- 
tion, and better benefits for full career employees. 

Most employees, when they join government, do not plan to 
maka it a Career. However, the current retirement system inhibits 
workers who buave served for a number of 3 rears from leaving. If 
they do, they lose virtually all of their benefits. Under this new 
plan, an employee is not penalized for leaving government early to 
pursue another career. As was discussed in other sections, an indi- 
vidual can leave government after five years and take with him all 
tito govenunent contributions, his own contributions, and any accu- 
mulated earnings on those contributions. He could also draw an 
immediate annuity, or defer it to a later date and allow it to con- 
tinue to draw earnings. This will be a great attraction for current 
workers. 

In recent years, pay caps and benefit cuts have made govern- 
ment work unappealing and at times discouraging. Government 
workers, though, often cannot afford to switch jobs and lose their 
retirement righto. In addition, and in some cases, more important, 
they should not be unprotected for disability and survivor benefits 
when they do separate from their government jobs. The new plan 
protects workers firom these situations. The more lenient vesting 
requirement in the new plan described above provides alternatives 
to workers who may wish to leave government early. Social secu- 
rity covei^e ensures continued dis&ility and survivor protection 
between jobs. We feel these benefits alone will attract a la^e 
number of current workers to the new system. In addition, with 
the recent imposition of the Medicare tax on the current work 
force, current workers will find joining the new system to be finan- 
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cifilly attractive. A current worker could have greater dispo66d}le 
income by_ participating in the new system since the only manda- 
tory contribution is the social security tax which is 6.7 percent of 
the first $35,700. This compares to the 7 percent contribution under 
toe current retirement system, plus the 1.3 percent Medicare tax. 
Alternatively, the additional income could be used to participate in 
the thrift plan. 

A current worker who joins ^ new system must participate in 
it for fiv 0 years (except for survivor benents^ which are earned gen- 
ei^y after 18 months) to enjoy ail its benefits. As an incentive to 
join the new system, two buy-out options of his current retirement 
credits are provided. In the first option, the government would 
match dollar for dollar the employee's total contributions to the 
current system, and apply a factor of five percent to represent in- 
terert compounded for all of his years of emplojrment. This sum 
would be transferred to the new sjretem. 

In the second option, the present value of accumulated future 
tenefits is computed, using an inflation factor of six percent. As in 
the first option, this new sum would be transferred to the new 
system to the employee's account. The first option is more benefi- 
cial to thoTO vnth less than about thirteen years of service; the 
second option is more beneficial to workers with service greater 
t h a n thirteen years. Here's an example: 

Assume an employee entered government at age 25 with a start- 
ing salary of $10,000 and receivM annual pay increases of six per- 
cent. At age 30 the first option would yield him $9,100; the second 
option, $4,400. At age 45 the first option wotdd yield him $81,400; 
the second option, $125,000. Remember that these sums are in the 
name of the employee and are available to him if he decides to 
leave government after participating in the new system at least 
five years. 

Moreover, protections are afforded to those current workers who 
jom the new system but for some reason fail to meet the vesting 
reouirement of five years. In thoro cases, the current workers may 
either withdraw their own contributions or their years of service 
will be recredited to the current retirement system. 

For sample, assu m e an employee has worked fifteen years 
imder the current system. He then joins the new system, and he 
chooses one of the buy-out options. He works for three more years 
tmder the new system and then resigns. He may either withdraw 
the contributions he originally made under the current system plus 
any contributions to toe new thrift plan, or he may have fiiii 
eighteen years recredited to toe current system. This arrangement 
protecte a current worlmr who joins the new system from unfore- 
seen circu mstan ces which could disrupt hia working career and 
cause him to lose everythii^. 

While the new system is specifically designed for a new work 
force, toe aforementioned features make it very attractive for cur- 
rent workers to join. The flexibility and portability of the benefits 
in toe new system would certainly lure those who have no^et de- 
cided that they want to make government work a career. The spe- 
cif buy-out options provide a great incentive to a current worker 
who desires to quickly build a substantial retirement fund for his 
later years. Many current workers will find this new system very 
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appealing. Those who do not will likely be protected from further 
chimges. 

Income PRarBcnoN in the Event of Illness or Injvky 


Up until now, we have concentrated strictly on the retirement 
part of our proposal to restructure the Civil Service Retirement 
S 3 rstem. Another miyor improvement is in the protection a worker 
would have upon becoming temporauily disabled, totally and per* 
manently disabled, or sick for an extended period of time. 

Contrary to popular opinion, the current sick leave and non-work 
related dialing systems fail to adequately protect workers from 
long illnesses or diTOhling usuries. (Work related injuries will con- 
tinue to be covered under the Federal Employee Compensation Act 
and are not affected bv any changes in our proposal.) Long illnesses 
or injuries requiring long recuperation periods can be financially 
deva^ting. 

Federal sickness and disability protections pale in comparison to 
typical private sector coverage. Good private sector coverage usual- 
ly includes a combination of sick leave, accident and sickness insur- 
ance, and long term disability protection. While the federal govern- 
ment now offers fairly generous sick leave benefits, long term dis- 
ability protection is inadequate, and protection is virtually non- 
existent for individuals who exhaust their sick leave because of a 
recurrent illness or the need to recuperate from sickness or injury. 

Currently, each full time employee receives 18 days of sick leave 
a year, or four hovue every two weeks. Unused sick leave may be 
accumulated for future use. These sick leave days are designed to 
cover short term absences with accumulated unused leave intended 


to provide protection against longer term absences. This arrange- 
ment, for the most part, is the only financial protection the em- 
pWee has for all illnesses or injuries, short and long. 

The only other protection available to federal workers for long 
illnesses or disabling injuries is that offered by the disability retire- 
ment program. That protection is limited, however. 


1. An employee is not vested for disabilitiy retirement imtil he 
has served for five vears or more in the federm government. 

2. Until the employee serves in the government for 22 years, his 
maximum benefit be 40 percent of his high three average 
salary. 

3. Disabihty retirement is the only option for an employee who 
exhausts his accumulated sick leave even if the illness or ^sabling 
injuiy is of a temporary nature. Once an employee chooses to retire 
on disability, he is no longer guaranteed the right to return to his 
old job upon recovery. 


Our proposal revamps the sick leave and disability systems for 
those who come under the new retirement plan, namely all new 
federal workers and those current workers who elect to join the 
new system. Current workers who do join will be required to ex- 
haust their accumulated sick leave before mnng the tenefits under 
the new system. Current workers who prefer to stay in the current 
retirement svstem would not be afierted by any of the proposed 
changes to the sick leave and disability sy^ms. Our propwal is 
patterned after good private sector systems. 
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SHORT TERM PROTECTION 

Our proposal provides for seven da}^ of non-accumulating sick 
leave. These da 3 rs are designed to cover employees' medical ap- 
pointments and minor illnesses. Over the years, average usage of 
sick leave in the federal work force has approximated eight days a 
year. However, t^t usage included time for bot^ long and short 
term absences. Since long term absences will be covered by other 
arrangements discussed below, the annual provision of seven days 
of sick leave will be fully adequate for short term protection of fed- 
eral workers. 


INTERMEDIATE PROTECTION 

The absence of ade<|[uate protection for long, but not necessarily 
permanent, absences is the current system's greatest failing . This 
18 pa^cularly true for employees early in their careers. The sole 
way in wh^ employees gain financi^ protection from long ill- 
nesses and iiquries is to re&ain from using sick leave. If employees 
use an average of eight days of sick leave per year, an average em- 
ployee would need 25 years of service to be protected fh>m a six- 
month absence, certmnly a not unheard of length of time for recu- 
peration from a serious illness or injury. Even an employee who 
uses absolutely no sick leave would require ten years to accumu- 
late such time. 

Our proposed fully protects an individual in such a situation 
from the &st day on uie job. The provisions covering sickness «««! 
accident insurance protect workers up to six months for each seri- 
ous illn e ss or accident. Coverage begins at 100 percent of gross pay 
for a few weeks, declining to 80 percent and then to 60 percent 
over a 26-week mriod, after which other longer term disability pro* 
tection begins. Employees with more years of service have more 
weeks of protection at 100 percent of pay, then 80 percent, etc. 

For example, an employee with ^o years of service has two 
weeks of coverage at 100 percent, six weeks at 80 percent and 18 
weeks at 60 percent of pay. Someone with five years of service or 
more has five weeks of coverage at 100 percent, nine weeks at 80 
percent and 12 weeks at 60 percent of pay. 

This schedule renews itself with each new occurrence of an ill- 
ne» or injury. Each illness or injury will have a generally pre- 
scribed period of expected recovery established by the Pension 
Board. &y a specific kind of back surgery may warrant 16 weeks 
of recovery. If an employee of ten years has back surgery, he will 
receive seven daj^ or sick leave, plus five more wee& aU at 100 
percent of pay, nine weeks at 80 percent and the remaining week 
at 60 percent. If that same emplovee returns to work and receives 
a new injury with a schedule tour-week recovery period, those 
four weeks are again insured at 100 percent of his pay. 

LONG TERM DI8ABILITT PROTECTION 

If a disabling sickness or injury causes an employee to exhaust 
(xwerage under the sickness and accident insurance provisions, he 
will be entitled to a short term disability benefit. This benefit ex- 
tends up to 18 months and pays 60 pmreent of an employee's pay 
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(offset by any social security dis 2 d}ility benefits received). Compara- 
ble protection under the current system is provided under the dis- 
ability retirement provisions which generally only pay 40 percent 
of the average of the high three years of pay. Moreover, entitle- 
ment to disabilily protection available under the current S 3 rstem 
does not vest until an employee works for five years in the govern- 
ment Vesting in the new S 3 rstem occurs after the first year of em- 
plojmient. In addition, because social security protection is earned, 
and therefore carried to virtually all employment in society, em- 
plo}rees leavii^ their federal jobs would not undergo periods with- 
out any disabiUly protection as they enter new employment. 

Under our propo^, disability beyond two years will be covered 
by long term disability provisions. To qualify for long term disabil- 
ity, one mi^ either be deemed disable under the Social Security 
Act, in which case the employee will receive 60 percent of his pay 
until death or restoration, or be unable to work in any federal job 
in his commuting area, in which case he will receive 40 percent of 
pay. If the employee is capable of working in any federal job in his 
area, he will be guaranteed the next available position for which 
he is qualified. He will receive the ^ater of the pay of his new 
position or 60 percent of the pay of his oris^nal position and will be 
entitled to pay retention provisions in current law. This would 
assure a gradiud reduction of pay in the case where the individual 
was disabled from a high paying position and was placed in a lower 
paying job. This fairly complex arrangement is to be compared 
with the current disability system’s benefit of approximately 40 
percent of pay, with no reemployment guarantee. 

T^en together, our propped redesign of the sick leave and dis- 
ability sjrstems provides for a more extensive coverage for sickness- 
es and iiyuries. The five-year gap or vesting period in the current 
law is closed. Protection for long but temporary disability is far 
greater in the new plan. Even long term dis^ility coverage is more 
generous in the new system. Finsdly, an employee who leaves gov- 
ernment before retirement will no longer face periods of no disun- 
ity protection due to the portable disunity coverage provided for 
in the social security benefit. 


12-547 0 - 83-3 
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n. SECTIONAL ANALYSIS 
Title I — Civil Service Pension System 

SUBCHAFTER I — DEFINITIONS 

§8401. This section establishes various definitions for the new 
pension system. 

SUBCHAFTER D— CIVIL SERVICE PENSION SYSTEM 
§8411. Civil service pension system; participation 

The bill establishes a new civil service pension system. The new 
system consists of a defined contribution plan and a thrift or sav- 
ings plan. This section provides that all employees who were hired 
or rmiired into federal service after the enactment date of this bill 
will be covered by these new pension provisions. Employees under 
the current Civil Service Retirement System have the option of 
chooring coverage under the new ssrstem or con tinuing to partici- 
pate in the current Civil Service Retirement System. 

§8412. Defined contribution plan 

All employees in the new qrstem are mandatorily covered under 
the provisions of the defined contribution plan. E2mployees do not 
conriibute, however, to the contribution plan. Each agency must 
contribute into the accoimt of each covei^ employee an amount 
equal to 9 percent of the first $20,000 of annual basic ray plus 16 
percent for every dollar of basic pay over $20,000. The $20,000 
figure will be indexed to rise at a rate equal to the percentage of 
each yev’s pay aifiustment under the General Schedule. Also, the 
Secretaries of the Military Departments will have to contribute to 
the fund at this rate for the years a participant served as a 
member of the uniformed services. This requirement generally does 
not apply to those who are entitled to mUitaiy retired pay. 

§ 8413. Thrift savings plan 

All employees in the new system may voluntarily participate m 
the thrift or savings plan. If they choose, fiiey may contribute as 
much as 16 percent of their annual salary. The emplo 3 nng agency 
must match that amount dollar for dollar up to a 3 percent of 
salary maximum. All government contrftutions to both the defined 
contribution and thrift plans are paid by the agency out of appro- 
priated salary and expense funds. 

§ 8414. Annuity: Vesting; pa 3 rment method; amount 

Elmployees participating in the new S 3 rstem are vested after five 
full years of federal service imder the system. After being vested, 
the employee has the right upon separation from federal service to 

(27) 
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elect a monthly annuity based on all funds in his or her individual 
account including all returns on investments, past and future. The 
Board will prescribe the methods of payment of annuities. The 
amount of me annuity will be based actuarily on the employee’s 
age at the time the employee separates or at a later date elected by 
the employee. A reducM annuity will be available to provide survi- 
vor benefits for the employee’s spouse in the amount of 56 percent 
of the monthly annuity payable on the day before the death of the 
annuitant. Increasing annuities wifi also be available to hedge 
against inflation. 

§ 8415. Deferred retirement; withdrawal in lieu of annuity 

A vested employee who separates from federal service may elect 
in writing to take an annuity at a date after separation. The annu- 
ity amount w^ be based actuariljr on the inmvidual’s age at the 
date the individual is to beg^ receiving the annuity . The individu- 
al may also elect to receive all the money in his or her arrnnnt: [q 
one lump sum payment 

§ 8416. Death benefits 

If a participant dies before receiving an annuity, a death 
in the term of a monthly annuity or lump sum pa 3 niient based on 
the balance of the deceased employee’s account will be paid to his 
or her survivorfs). 

§ 8417. Civil service pension fund 

A new Civil Service Pension Fund is created consisting of all gov- 
ernment contributions to the defined contribution plan, all emiuoy- 
ee and government ccmtributions to the thrift plan, an<l all returns 
minus any losses on investments of these contributions. The anma 
in the ftmd are to be used only for investment, the payment of 
benefits and the paymmit of expenses incurred in the administra- 
tion of the fiind. The sums in the fimd are not subject to execution, 
levy, attachment, garnudunent or other l^al process except for cer- 
tain obligations to provide child support or alimony. 

§ 8418. Investment of the fund 

^ The funds will be invested initially totally in government securi- 
ties with the funds slowly being infused into private sector invest- 
ments over several years. Investments of the contributions to the 
defined contribution and thrift plans will be moved to the private 
sector in varym^ ways. Livestments mantlafaMi to be m gov- 
ernment securities are guaranteed a 2 pwcent real rate of return. 

For the first ten years of the new sj^stem, all contributions to the 
de^ed contribution plan must be invested only in government se- 
curities. For the next ten vears thereafter an additional lo percent 
per year of all new contributions will be transferred to private in- 
vestments until the 21st year of the plan when all the than new 
contributions will be invested through the private sector. 

In the first year of each employee’s participation in the thrift 
plan, all contributions, government and employee, will be invested 
only in government securities. The second through the fifth year, 
the employee contributions will be invested through the private 
sector and the government contribution will remain in government 
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securities. From the sixth year on, all new contributions will be in- 
vested through the private sector. 

Once the twenty-year cycle is completed, the government contri- 
butions fcr the five years of ea<± new participant will be in- 
vested in government securities. Every year ^ereaf^ all new con- 
tributions for that partidput will be invested through the private 
sector. Earnings on th^ investments from the defined contribu- 
tion and thrift plans will be credited to the partidpating employ- 
ee’s account on a pro rata share basis. ElaK^ employee will deter- 
mine what type of investment (private) and how much of liieir fiind 
to each investment shall be made. 

§ 8419. Administrative provisions 

Each partidpating employee will have an individual record 
maintained showing how much money has been contributed by the 
employee and the government to both the defined contribution and 
th^ plans, how much of each is maintained in boUi public and 
private investments, the accumulated earnings from such invest- 
ments, and disbursements from the individual’s account upon sepa- 
ration or death. Each year the emplo 3 ^ will given a copy of 
this record of his or her account. 

§ 8420. Transition provisions 

Employees under the current retirement system are given the 
opportunity to join the new pension system. Such employees must 
elect in writing to join the new system. Employees electing to “buy 
into” the new sj^m will have their credit in the old system satis- 
fied by transferring money into an account in the new ^rstem. 

The amount of money transferred to the new system will be the 
greater of the following two formulas. The first formula is equal to 
the employee’s unrefunded contributions in the current S 3 rstem 
matched by an equivalent amount of government contributions. 

Each 3 rear’s worth of contributions w^ receive five percent inter- 
est, compounded aimually up to the time of transfer to the new 
S3rstem. 

The second formula is equal to the present value of the accumu- 
lated benefits the employee has earned as a result of the employee 
and government confributions. This amount, actuarily determined, 
will assume an average annual increase in cost of living of six per- 
cent. The greater amount of these two formulas will be transferred 
to an accoimt in the new s 3 nBtem for the electing employees. 

An electing (transferring) employee must remain in federal serv- 
ice for five years after transferring to receive the full benefit of 
these amounts. 

If an employee converts to the new system but separates before 
vesting in the new system, that employee may revert to coverage 
under the old system or be refunded his contributions to both sys- 
tems. 

§8421. Payment of benefits; commencement, termination and 
waiver of annuity 

The |>ayment of an annuity will be on a monthly schedule. Pay- 
ment will begin upon separation or date after separation elec^ by 
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the employee. The annuity terminates upon death of the aimuitant 
or survivor. 

§ 8422. Audit 

The Comptroller General shall, not less frequently than every 
two years, conduct such audits of the financial condition as he «hafi 
deem necessary. 

SUBCHAPTES HI — ILLNESS AND ACODENT INSXnUNCE BENEFITS: 

DISABILITY COMPENSATION 

§ 8451. Definitions 

This section gives a few basic definitions for the new Illness and 
Accident Insurance Program which will replace the aviating sick 
leave system for participants. The most important one is the haain 
definition of “disabled." A participant is msabled if he is nnablA, 
because of disease or iiu^, to render useful and effi ci en t service 
in the participant's position, and is not qualified for reassignment, 
under procedures to be established by 0PM, to a vacant position. 

§ 8452. Illness and accident insurance benefits 

A new benefit structure has been established to pay eligible em- 
ploy^ for periods of incapacitation to perform the duties of their 
posi tion. Only those employees participating in the new pension 
system are covered. 'Hie illness and accident insurance portion of 
the overall program covers incapacitation for periods of 26 weeks 
or less. In such a situation where the employee is temporarily 
■ unable to perform the duties of bis or her position, the employee 
receives graduated percentages of his or her basic pay, decreasing 
from 100 percent to 60 percent, for specified numbers of weeks, up 
to a m a ximum of 26, depending upon length of service. Employees 
must meet a waiting period of five work days to qualify ror t.Viia 
b^efits terminates utod restoration of capacity of employee, expi- 
^thout pay to fulfill this wait^ period ^titlement to 
benefits terminate upon restoration of capacity of employee, expi- 
ration of appli^le recovery period provide in schedule of impair^ 
ments, expiration of prognosis period provided by authorized physi- 
dw, or expiration of the 26-week period. These benefits are pf»i d 
firom the agency's salary and expense appropriation account 

§ 8453. Short term disability compensation 

If an employee is determined to be disabled for federal service - 
based on a physical examination which will be required by 0PM, 
the employee is entitled to receive a monthly short tom disability 
pa^^nt of 60 percent of basic pay for the period after accident 
and s ic k n ess insu:^ce terminates but no longer 24 twnntha 
from (^te of disabi lity. If the emplojree is also receiving social secu- 
rity di^iU^ benefits, that amount is subtracted from the short 
term disability benefit provided by this section. 

§ 8454. Long term disability compensation 

M emplovee who, sA the end of the 18 months of short term dis- 
ability is stul deterniizied to be disabled based upon an ^propriate 
physical examinat ion, and who cannot be placM by OrM m an- 
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other position for which physically qualified, must be separated 
and is entitled to a long term disability payment. This irayment is 
40 percent of the montlily rate of basic pay if not considered dis- 
abled by social security or 60 percent of his monthly salary min us 
an amount equal to his social security monthly disability lienefit if 
he meets the social security disability test hf the sodial security 
parent is equal to 60 percent of the emplc^ee’s salary, he will re- 
ceive, as a minimum, $50 a month in addition to his social security. 
In either instance, the long term disability payment is reduced by 
the amount of annuity which the employee is entitled to receive 
fiom the Pension Fund. 

§ 8455. General provisions 

Any participant receiving illness and inj^ benefits, short term 
disability compensation, or long term disability compensation sball 
be examined by a physician under the direction of 0PM or the 
Board, as appropriate, as the case may require. Any participant 
who fails to submit to the examination shall not be entitled to the 
benefits or compensation provided for. An employee who is deemed 
physically qualified for a federal position must be placed by 0PM 
in any such vacant position in the employee’s commuting area. The 
employee will receive the greater of ms new salary or 60 percent of 
his original salary. A^, any participant who is offered placement 
to an appropriate position within a reasonable commuting area and 
who refuses placement is not entitled to such disability compensa- 
tion. 


SUBCHAPTER IV — CIVIL SERVICE PENSION BOARD 
§ 8491. Establishment of Civil Service Pension Board 

An independent agency referred to as the “Civil Service Pension 
Board” in the executive branch will oversee the new system. The 
Board will consist of 11 trustees; the Secretaries of Treasury, Com- 
merce and Labor, the Chairman of the Federal Reserve Board, and 
six membere appointed by the President. These six appointees will 
come from individuals recommended by management and employee 
organizations. 

An additional Presidential appointee will be an Elxecutive Direc- 
tor for the Board whose experience must include management of 
financial investments. The Director will be appointed for seven 
years. 

The Board will meet at least four times a year and at the call of 
the Director to perform the functions of the Board. 

§ 8492. Functions 

The duties of the Board consist primarily of oversight, of the 
process for negotiating contracts with private investment finns and 
of the performance oi those investments. Hie Board will establish 
policies for m a n a gin g the fund. The Board will determine the types 
of investeent categories and number of options for investment 
which will be offerra to participating employees. Lastly, the Board 
wfil oversee the actions of the Executive Director. The Executive 
Director will be the chief operating officer of the Board and will 
preside at the meetings of the trustees. 
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§ 8493. Powers and administrative provisions 

The Board may disapprove any investment action of the Execu- 
tive Director by obtammg seven votes of the trustees a gainirt any 
such action. A similar seven votes can direct the Executive Direc- 
tor to take^ other actions, except wilJi regard to investments, the 
Board considers necessary to carry out &e provisions of the new 
system. The Board may prescribe rules to carry out the provisions 
of the new system. The Executive Director h^ the authority to 
staff and to pay the personnel of the agency. The Director’s pri- 
mary responsibility will be to negotiate contracts with private 
sector for investing the money of Idie pension fund. *^0 Di- 
rector will also provide the information and procedure for employ- 
ees to make the necessary investment decisions called for by regu- 
lations. 

The contracta for investing these hmds will call for TnaTimiim 
return on the investments while using prudent fiTiawrinl investing 
criteria. 

§ 8494. Fiduciary responsibilities 

Hie members of the Board (trustees) and those individuals in a 
private business with whom the Board negotiates a contract for in- 
vestment purposes must meet fiduciary responsibilities aimfinr to 
those called ror in ERISA . These requirements require prudent, 
sound investment of the funds which balance mnyimiwng returns 
while minimiring risks. 

Titue U— Miscsllamxous and Conformxno Amendments 

AMENDMENTS TO SECTION 5315 OF TITLE 5 

Sec. 102. The Executive Director of the Civil Service Pension 
Board will be paid at the Executive Level n rate of pay. 

AMENDMENTS TO SECTION 5363 OF TITLE 5 

Sec. 201. Hie pay retention provisions of thin section are amend- 
ed to include a special pay retention provision for those individuals 
who take a lower graded position under the new disabili^ provi- 
sions. The normal pay retmition process would be followed except 
that a floor of 60 percent of the pay of the employee’s hi^er 
graded position, held at the onset or disability, would be im pnaad 

AMENDMENTS TO SECTION 6307 OF TITLX 5 

Sec. 202. Employees covered under the new pension S 3 rstem are 
also covered under new sick leave provisions. They earn seven days 
of sick leave a year immediately upon hiring and each anniversary 
date after that. Any days unused at the end of the anniversary 
year are lost and do not accumulate. This sick leave can be used 
under the same conditions as current sick leave is used. 

AMENDMENTS TO CHAPTER 83 OF TITLE 5 

Sec. 203. This section requires each agency to contribute to the 
current retirement fimd the true cost of current employees’ retire- 
ment benefits. These costs are based on dynamic assumptions. This 
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section also requires the Treasury to pay off the current unfunded 
liability amortized over 40 years. The purpose of this section is to 
fully fund the current retirement progimn. 

AJso, an individual covered by the current retirement provisions 
who separated from the federal service, kept his money in the re- 
tirement fund and is rehired under the new pension system will 
upon retirement have the old retirement benefit computed on ^e 
years of service and high three years pay in effect at the time of 
initial separation. Additionally, all employees under the current 
system will be given an annual statement of the value of the bene- 
fits in their retirement account 

Sec. 204. This provides for court ordered survivors’ annuities, 
under chapter 83, making it comparable to the existing court or- 
dered share of the normal annuity. It also provides that 0PM will 
reduce a full annuity to provide the appropriate survivor annuity, 
unless notified to do otherwise. 

ADDITIONS TO CHAPTER 83 OF TITLE 5 

§ 8349. Annual statement 

Employees choosing to remain under the existing Civil Service 
Retirement Ssrstem be provided with an annual statement of 
the present value of the future benefits payable to the employee. 

This present value will be determined actuarialy based on the cred- 
itable service and average pay of the employee on the last day of 
the fiscal year. 

§ 8350. Applicability 

Unless otherwise specif!^ amendments made to Chapter 83 (by 
this law or the new provisions of Chapter 84) are applicable only to 
those employees who are covered by the new pension system. 

AMENDMENTS TO CHAPTER 89 OF TITLE 5 

Sec. 205. The Office of Personnel Maimgement is authorized to 
devise Medicare wraparound plans with liie mejor carriers. That is 
necessitated by the coverage under Medicare of federal employees 
in the new retirement system. 

CONFORMING PROVISIONS FOR OTHER RETIREMENT SYSTEMS 

Sec. 206. Organizations whose employees are covered by the cur- 
rent retmement system and which are considered “off budget” will 

required to pay the true dynamic cost of their employees’ par- 
ticipation in the current system. 

Title m — S ocial Security Amendments 

SOCIAL security COVERAGE FOR NEW FEDERAL EMPLOYEES 

Sec. 301. Employees who are mandatorily or voluntarily covered 
by the provmons of the new pension system will begin paying the 
social security old age, survivors, disability and Me dicare as 
of J^uaiy 1, 1984. Federal service on and after that date will be 
considered service creditable toward attaining social security cover- 
age. Employees will have to meet the same quarters of coverage for 
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attaining eligibility as private sector employees; Le., up to 40 quar- 
ters for retirement and 20 quartmrs for disability and su rvi v or s 
benefits. 

No currmt federal annuitants are affected by the provisions of 
this section. 

TtiLE IV — Authobization and Effective Date 

FIBST TEAE EXPENSES OF THE SYSTEM 

Sec. 401. Startup costs for the system will be met by appropri- 
ated fimds. 

EFFECTIVE DATE 

Sec. 402. January 1, 1984 is the effective date for Titles I and IL 
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m. REPLACEMENT RATES BY THE CONGRESSIONAL 
RESEARCH SERVICE, THE LIBRARY OF CONGRESS 

SOdAL SECUKITT n-B ECX>NOMIC ASSUMPTIONS 

The following tables compare an individual’s retirement benefit 
under our legislation versus the current system. The tables reflect 
benefits at a variety of ages and salary levels. The non-bracketed 
numbers reflect the percentage of one’s gross preretirement earn* 
ings of his final saU^. In other words, the retirement benefit is 
described as a percentage of his final salary. For example, 72.3 
means a retiree will receive 72.3 percent of his final salary as a re- 
tirement benefit. The bracketed numbers are a percentage of one’s 
net preretirement eanxings, or after tax earnings. This is signifi- 
cant because unlike civil sm^ice retirement benefits, social security 
benefits are not taxed. Thus (101.9), means the value of one’s after 
tax retirement benefit versus his after tax salary. 

Table I describes an individual who retires at age 65 with 40 
years of service and who receives an indexed annuity of four per- 
cent. Inflation is also assumed to be four percent. 

Table n describes the same person who receives a fixed or non- 
indexed azmuity. 

T^le m describes someone retiring at age 55 with 30 years of 
service and who receives an indexed annuity. Note at age 62 the 
jump in benefits under our plan. This is due to the commencement 
of the social security payment. 

Table IV describes the same person who receives a fixed annuity. 

' ( 35 ) 
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TABLE I 


i'ttrceocjiga of Grosa And N«c PrscttHiranienc Earnings iUpiacs<i 
by an Indexsd Aoouicy For Eaiplcyses Osclrlng 
ac Aga 6S wleh 40 yaars of sarvlca 
(nac in paranchasis) 

(lodoxlag » 4 pareanc aanually) 


Salaecad 

gaoaral 

sehadula 


Currant 

esus 

Value of Value of 

banaflca without banafita froa 
parcleipating saployar con- 

in thrift cributions only 

Puli value 
of banaflca 
including 

taployaa 

eontribttCioaa 

Low 

6S 

72*3 

66*2 

76*1 

85*9 


70 

(102*5) 

(90*9) 

(101*9) 

(113*2) 


72*3 

66*2 

76.1 

85*9 


80 

(85.3) 

(90*9) 

(101*9) 

(113*2) 


72*3 

66*2 

76*1 

85.9 



(85*1) 

(90*9) 

(101.9) 

(113*2) 

Hid 

85 

72.3 

58*0 

67.2 

76*3 


70 

(127*9) 

(89*9) 

(100*7) 

(110.5) 


72.3 

58*0 

67.2 

76.3 


80 

(89.5) 

(89*9) 

(100.7) 

(110*5) 


72*3 

58.0 

67.2 

76.3 



(89.5) 

(89*9) 

(100.7) 

(110*5) 

aigh 

65 

72.3 

67 *A 

77*9 

88*8 


70 

(129*1) 

(100.4) 

(112.0) 

(122.6) 


72.3 

67*4 

77,9 

88.8 


80 

(89.3) 

(100*4) 

(lU.O) 

(122.6) 


72.3 

67*4 

77.9 

88*8 



(89.5) 

(100*4) 

(112.0) 

(122*6) 

Foacal .*• 

65 

72.3 

71.3 

82*4 

93*5 


70 

(105*8) 

(98.7) 

(U1.7) 

(124.1) 

• •• 

72.3 

71*3 

82*4 

93.5 



(85.8) 

(98.7) 

(U1.7) 

(124.1) 

• •• 

80 

72.3 

71*3 

82.4 

93.5 



(89*5) 

(98*7) 

(111-7) 

(124.1) 


Hoeat Aaauaas thrift plan of 100 pareaac amployar aaceb of aapXoyaa eoncrl* 
bueloa to 3 pareaac of salary* All acoaoadc asauapcloaot sad doeuaaacacloa of 
oachodology aod '’salaetad gaoaral sehadula* earaar hiatorlaa ara dacailad lat 
U. S. Coograaa* Saaata* Coaolctaa oa floramaantsi Affairs* laacmcturlag tha 
Civil Sarvlea Raciroaaac Syacaas Aaalyala of Opcloaa to Coatral Coaca aad »alir* 
“f® Incoaa SacorUy. Commit f Print, 97d Cong*, lat Sana, ytsahingcoo, 

0-S. Covt* Print* Off., 1981* 

Soureat Coocraaalonal laaaareli Sarvlea* 
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TABLE II 


qC Gross and Hmt Prsrsclreasnc Warnings Uepiacsd 
by s Noniodsxsd Annuity For EapXoysos Retiring 
at Age 65 with 40 years of service 
(net in parenthesis) 


Selected 

general 

schedule 


Current 

CSRS 

(indexed) 

Value of 

benefits without 
participating 
in thrift 

Value of 
benefits from 
enployer coa- 
tributions only 

Full value 
of benefits 
including 

eaployee 

contributions 

Low 

65 

72.3 

76.5 

89.7 

103.0 



(102*5) 

(102.4) 

(117*5) 

(132.0) 


70 

72*3 

69.4 

80*3 

91.2 



(85*3) 

(94.5) 

(106*9) 

(119.1) 


80 

72*3 

58.8 

66*1 

73.5 



(85*1) 

(82.3) 

(90*8) 

(99.1) 

Mid .**••. 

65 

72*3 

71.2 

83.5 

95*8 



(U7.9) 

(105.0) 

(117.9) 

(129.6) 


70 

72.3 

62.1 

72.2 

82.3 



(89*5) 

(94.7) 

(106*2) 

(116*7) 


80 

72.3 

48.5 

55.3 

62*1 



(89*5) 

(78*0) 

(86*6) 

(94.8) 

High 

65 

72*3 

83.5 

98*2 

112.9 



(129.1) 

(117-8) 

(131.4) 

(145*0) 


70 

72.3 

72*1 

84.2 

96*2 



(89*3) 

(106*0) 

(118*4) 

(129*6) 


80 

72.3 

55.0 

63*2 

71.3 



(89*5) 

(86*4) 

(96.1) 

(105*1) 

Postal *•* 

65 

72*3 

83.5 

98*5 

113.5 



(105.8) 

(113.0) 

(129*6) 

(145.1) 

• •• 

70 

72*3 

75.1 

87.4 

99.7 



(85*8) 

(103.2) 

(117.4) 

(130.S) 

• 

80 

72.3 

62.4 

70.7 

79*0 



(89.5) 

(88.3) 

(98*0) 

(127.8) 


Motet Aoouaes thrift plea of iOO perceat eaployer aetch of eapioyoe coa- 
trlbutiOQ to 3 porcoat of salary* All ecaaoalc aaauaptloaa* aad docuaentation 
of aothodology aad **aoloctod foaoral scbodulo" earoor histories are detailed in: 
U* S* Coagross* Sonata* Coaaittoo oa Covomaeatal Affairs* Rascructuring 
the Civil Service Ratireaeat Syatost Analysis of Options to Control Costs 
aad Maiacaia Raciroaaat I n coae Seearity* Coaaittee Print, 97d Cong., 1st Sess. 
Uaabiagtoa, U.S* Govt. Friat. Off*, 1932* 

Source: Coagreasioaal Raeaarch Service* 
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TABLE III 


i»erceucaa« Gco«s aiui N«c I'rttraciremuRC liacuing* Kapiacad 
by aa IiulaMd Annuity For CapXoyoac a«clrlng 
at Aga 55 ulch 30 yaars of sarvica 
(net in paranchasis) 

(lodaxlng • 4 pareaac amuialXy) 


Salaccad 

gaaaraX 

sehadula 


Currant 

CSftS 

Valua of 

baaafits without 
participating 
in chrift 

Valua of 
baaafits froa 
aapXoyar eon- 
cributions only 

Full value 
of baaafits 
Including 
aaployaa 
contribu cions 

Low 

55 

53.4 

14.3 

19.7 

24.7 


62 

(73.9) 

(20.3) 

(26. X) 

(31.7) 


53.4 

43.0 

48.0 

52.9 


70 

(65.2) 

(59.7) 

(63.5) 

(71. X) 


53.4 

43.0 

48.0 

52.9 



(64.2) 

(60.X) 

(66.4) 

(72.2) 

Mid ...... 

55 

52.5 

18.1 

22.5 

27.0 


62 

<W.8) 

(26.8) 

(32.9) 

(38.7) 


52.5 

34.6 

39.1 

43.5 


70 

(69.5) 

(55.4) 

(61.5) 

(67.3) 


52.5 

34.6 

39.1 

43.5 



(69.5) 

(56.0) 

(62.2) 

(68.2) 

Sigh 

55 

53.4 

24.6 

30.2 

35.9 


62 

(92.3) 

(35.9) 

(43.1) 

(50.0) 


53*4 

41.0 

46.6 

52.3 


70 

(70.5) 

(64.6) 

(71.9) 

(78.8) 


53.4 

41.0 

46*6 

52.3 



(70.6) 

(65.3) 

(72.7) 

(79.7) 

Postal •** 

55 

53.4 

18.3 

24.x 

29.9 


62 

(76.0) 

(24.6) 

(31.7) 

(38.0) 


53*4 

48.3 

54.1 

59.9 


70 

(65.3) 

(67.8) 

(74.5) 

(81.1) 

• •• 

53.4 

48.3 

54.1 

59.9 



(65.0) 

(68.6) 

(75.4) 

(82.1) 


Bocat AaaiMaa thrift plan of 100 pareaac a^loyar natch of aaployaa eon- 
trlbacloa to 3 pareaac of salary* All aeeaoalc aaaaaptioaa* sod docuoaneacloa 
of aochodoXogy sod "salaccad gaoaral sehadula earaar” hiatorias ara dacailad 
ia* U. S. Coograas. Sonata. Cooaittaa oa Govaraaaacal Affairs. Roacructuring 
tha am Sarvica Raciraaaac Syacaai Aaalysis of Opcioaa to Control Costa 
^ etelocaia Saciraaaac Zaeoaa Sacurity. Cooaittaa Print, 97d Cong., Xsc Sass. 
Vasbiogtoa, O.S. Cove. Prlat. Off., 19B2. 

Soorea: Co ngras s t ona l Saoaareh Sarvica. 
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TABLE IV 


t'urcuiiCatiu ul Urosv and N«t l^raruc ICttMatic Ke|)iacuu 

by a Noniadcxttd Aonuicy For Caployeos Rotiring 
ac Ago 35 wich 30 y«ar« of sorvieo 
(not in paranchoais) 


Salaetad 

gaaaral 

schaduXa 


Currant 

CS&S 

(indaxad) 

Vslua of 

banafits without 
participating 
in thrift 

Value of 
banafits froa 
saployar con* 
tributions only 

Full value 
of benefits 
including 
eaployaa 
contributions 

Low 

. 55 

53.4 

22.0 

29.3 

36.6 


. 62 

(73.9) 

(28.7) 

(36.9) 

(45.1) 


53.4 

44.9 

50.5 

56.1 


. 70 

(65.2) 

(62.0) 

(68.4) 

(74.7) 


53.4 

40.4 

44.5 

48.6 



(64.2) 

(56.5) 

(62.2) 

(67.1) 

Hid .... 

. 55 

52.5 

26.9 

33.5 

40.1 


. 62 

(89.8) 

(38.6) 

(46.9) 

(34.9) 


52.5 

36.9 

42.0 

47.0 


. 70 

(69.5) 

(58.6) 

(65.4) 

(71.8) 


52.5 

31.4 

35.1 

38.8 



(69.5) 

(51.7) 

(36.7) 

(61.8) 

Uign ... 

. 55 

53.4 

36.5 

44.9 

53.3 

• •• 

. 62 

(92.3) 

53.4 

(50.8) 

44.2 

(60.7) 

50.5 

(70.0) 

56.9 


. 70 

(70.5) 

(68.7) 

(76.6) 

(84.4) 

• •• 

53.4 

36.7 

41.4 

46.0 



(70.6) 

(59.4) 

(65.8) 

(71.9) 

Postal • 

. 55 

53.4 

27.3 

35.9 

44.5 


. 62 

(76.0) 

(34.9) 

(44.6) 

(34.3) 


53.4 

50.7 

57.2 

63.8 


. 70 

(65.8) 

(70.5) 

(78.0) 

(85.4) 


53.4 

45.1 

49.9 

54.7 



(65.0) 

(64.7) 

(70.5) 

(76.0) 


A»mvmm9 cteifc pLao of XOO porconc aacch anployor of oaployoo cob* 
to 3 poreoBC of oalory* All ocoooaie aoouBptioas , aad rtonioonritloo 
of oochodology ood "ooloccod goaorol ochodulo* earoor hlatorlas ara datallad lo: 

0. S. Congroso. Sonata • CoMltcao on CovaroMatal Affairs, ftas truer uring chs 
Civil Sorvic* fUtirooaiic Syscaa: Analysis of Options to Control Costs and hUin- 
caia Ratiraosac Iooom Sacurity. Cotmittmm Print* 97d Cong., 1st Sass. Washiogcon, 
U.S. Govt. Print. Off., 1982. 

Sourca: Coograssional Rasaacch Sarvica. 
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IV. EXAMPLES OF SURVIVOR BENEFITS 

Sala^ replacement rates for families of federal employees who 
die while working or edter retirement are better, in most instances, 
under our plan th^ under the current ss^stem. 

This is prunarily hecause the smwivor under social security re- 
ceives from 72 percent to 100 percent of the annuitant’s social se- 
curity benefit after death. By contrast, the current Civil Service 
Retirement System continues only about 55 percent of the annu- 
itant’s benefit. 

The tables that follow illustrate the replacement incomes for the 
survivors of federal employees who: 

(1) Die while working (at age 35 after 10 years of service.) 

(2) Die after retirement (at age 65 after 30 years of service.) 

CASE 1.-INC0ME FOR FAMILY OF EMPLOYEE DYING AT AGE 35 AFTER 10 YEARS OF SERVICE 

[kprari] 


CimntCSiS 


At (Mb 



Stmns pte 



Uw-psid 6ni|)ioyw repUcBiTKiit 
tncomt (p6vc8nt of finsi 
ssitfy)' 

Spouse and 2 cftMm 52,8 67.5 10.7 78.2 NA NA NA 

Spouse only — 20.7 10.7 10.7 26.1 3.7 29.8 

High-paid employee replacement 
inoome (pmxnt of M 
salafy): 

Spone and 2 ckildnii 30.1 33J 13.0 46J NA NA NA 

Spouse only 21.0 13.0 13.0 13.7 3.0 10.7 


CASE 2.-INC0ME FOR SPOUSE OF EMPLOYEE DYING AT AGE 65 AFTER 30 YEARS OF SERVICE 

(bipaonO 





Stnen ptm 

Current CSPS ^ 


Atdeatti 


AtspouaaceeO 


Social 

sacority 

PIM 

TotH 

jS "■ Trti 

Lmu-paid employee. 

29.4 

33i 

35.8 

70.1 

33.3 18.9 52i 

HiglHMid employee 

29J 

18.5 

53.6 

72.1 

18.5 27.5 46.0 


Nen-Adiaiiil ort by GMi HnM. Hiy AndilB. 


(41) 


W-547 0 - 83 -4 


Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 001 20002-9 







Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 001 20002-9 


V. REPLACEMENT RATES BY THE GENERAL ACCOUNTING 

OFFICE 

We asked the General Accounting Office to choose certain pri> 
vate forecasters’ economic assumptions to use them to project 
the retirement benefits under our plan and then to co mp a re those 
projections to the benefits earned under the current system. GAO 
ured three forecasters under four different age and service vari- 
ations. Enclosure I describes the economic assumptions. Enclosure 
n provides gross replacement rates for an emplosree retiring at age 
^ mth 40 jrears of service. It shows a fixed annuity an aimu- 
ity indexed for the projected inflation rate. Ekiclosure HI provides 
for replacement rates for the same age and service periods as En- 
closure n but reduced for survivor benefits. Enclosure IV provides 
for replacement rates for the same age and service periods but in- 
dexes the annuity by four percent a year. Enclostire V provides for 
a fixed annuity for an individual retiring at age 55 with 30 years of 
service. 


( 43 ) 
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UNITED STATES GENERAL ACCOUNTING OFFICE 
WAMIlfGTON. o.a aiw 


NOV 191982 


Th* Honorable Ted Stevens 

Chairman. Subcommittee on Civil Servics. 

Post Office, and General Services 
Committee on Governmental Affairs 
United States Senate 

Dear Mr. Chairmans 

At the request of your office, we calculated the estimated 
retirement income replacement rates shown in the enclosures. 

Our calculations were based on the provisions of S. 2905. 
current social security provisions, and various assumptions 
specified by your staff. Your staff asked that assumptions 
regarding future rates of inflation, interest, and salary in- 
creases be based on current economic forecasts by Data Resources* 
Inc.. Chase Econometric Models, and vniarton Econometric Fore- 
casting Associates Models. The assumptions used in making our 
calculations are included in the enclosures. 

We trust this Information is satisfactory to the needs of 
your office. 

Sincerely yours. 



Enclosures - 4 
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ENCLOSURE I 


ENCLOSURE I 


ASSUMPTIONS USED IN CALCULATING 
ESTIMATED REPLACEMENT RATES 

The cstinatsd rcpl«c*Mnt rat«s wera caXculatad undar 
Uiraa diffarant sats of acononlc aaaufflptions raiating to futura 
Iong<-tarm annual rataa of inflation, Intarast incoma, and salary 
incraaaas. Tha assumptions vara oasad on aconomic foracasts by 
Data Rasourcas, Inc. (DRI), Chasa Economatric Modals, and Wharton 
Economatrie Poracastlng Associatas Nodals. Basad on DRI*s fora- 
casts, it was assumad that tha futura ratas of inflation, salary 
incraaaas, and intarast would ba 6.0 parcant, 7.5 parcant, and 
8.5 parcant, raspactivaly. Basad on Chasa 's forecasts, tha same 
ratas ware assumad to ba 6.5, 8.5, and 9.5 parcant, raspactivaly. 
Basad on Wharton's foracasts, it was assumad tha ratas would ba 
7.5, 8.0, and 10.0 parcant, raspactivaly. 

In da tarmining tha amount of tha annual contribution undar 
aach axampla, it was assumad that tha Govarnmant contributad 
9 parcant of salary up to $20,000 and 16 parcant of salary in 
axcass of $20,000. Tha $20,000 *braak-point* was indaxad to 
annual salary incraaaas. To avoid tha complications of fora* 
casting and timing promotions and within-grada incraaaas, no 
salary ineraasas wara assumad othar than tha laval annual ratas 
mantionad abova. 

In tha axaaplas involving tha thrift plan, it was assumad 
that amployaas contrioutad 3 parcant of tnair annual salary to 
tha plan and tha Govarnmant matchad tha contributions. 


Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 001 20002-9 



Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 00120002-9 

46 


ENCI^OSURE I ENCLOSURE I 

Estimated sociai security benefits under each example are 
approximate and were based on the Sociai Security Administration* s 
pro3ections of minimum, average, and maximum oeneiits in the next 
40 years. We modified the projections to fit our illustrative 
examples and economic assumptions. 

In eacn example, annuity values were oased on the 1^71 Group 
Annuity Mortality Table. 
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E:jCL0SURE II ENODSURE II 


COMPARISON or RETIREftENT INCOME REPLACEMENT RATES 
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2905 
FOR A MALE EMPI-OYEE RETIRING AT AGE 65 WITH 
40 YEARS SERVICE a/ 

(Economic aasun^tionti Inflation 6.0 percent , Salary 
increases 7.S percent. Interest income 8.5 percent) 

S- 2905 

Civil Level annual Adjusted annual 

service annuity plus annuity plus 

Aoe system b/ social security social security c/ 


$10,000 Starting Salary 


65 

Without thrift plan 

71.1 

142.9 

122.3 


With thrift plan 

- 

1P2.6 

148.2 

70 

Without thrift plan 

71.1 

130.6 

122.3 


With thrift plan 

- 

161.9 

148.2 

80 

Without thrift plan 

71.1 

109.7 

122.3 


With thrift plan 

- 

127.3 

148.2 



$20,000 Starting Salary 



65 

Without thrift plan 

71.1 

122. G 

101.4 


With thrift plan 

- 

161.7 

127.3 

70 

Without thrift plan 

71.1 

109.7 

101.4 


With thrift plan 

- 

141.1 

127.3 

80 

Without thrift plan 

71.1 

88.9 

101.4 


With thrift plan 


106.4 

127.3 


$30,000 Starting Salary 


65 

Without thrift plan 

71.1 

127.5 

101.6 


With thrift plan 

- 

167.2 

127.5 

70 

Without thrift plan 

71.1 

112.0 

101.6 


With thrift plan 

- 

143.4 

127.5 

80 

Without thrift plan 

71.1 

85.8 

101.6 


With thrift plan 

- 

103.3 

127.5 


a/Replacesient rates represent the ratio of retirement income, 

“ includino social security benefits where applicable, to the 

employee's final year's gross salary. At ages beyond retirement, 
final salary was adjusted to reflect the effect of the assumed 
rate of inflation. 

b/Under present law, both civil service and social security benefits 
" are adjusted annually for inflation. 

c /Represents rate of replacement if employee elected to have annuity 
increased annually by the indicated, assumed rate of inflation. 
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ENCLOSURE II 


ENCLOSURE II 


COMPARISON OF RETIPFMEJJT INCOME REPLACEMENT RATES 
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2905 
FOR A MALE EMPLOYEE RETIRING AT AGE 65 WITH 
40 YEARS SERVICE a/ 

(Economic aasumptlonat Inflation 6.5 parcant. Salary 
incraasaa 8.5 parcant, Intaraat incoma 9.5 par cant 1 

^-2905 

Civil Laval annual Adjusted annual 

service annuity plus annuity plus 

system b/ social security social security c/ 


$10,000 Starting Salary 


65 

Without thrift plan 

70.4 

140.1 

117.5 


With thrift plan 

- 

182.3 

144.6 

70 

Without thrift plan 

70.4 

126.0 

117.5 


With thrift plan 

- 

158.8 

144.6 

80 

Without thrift plan 

70.4 

103.0 

117.5 


v/ith thrift plan 

- 

120.5 

144.6 



$20,000 

Starting Salary 


65 

Without thrift plan 

70.4 

121.4 

98.8 


With thrift plan 

- 

163.6 

126.0 

70 

VJithout thrift plan 

70.4 

107.3 

98.8 


With thrift plan 

• 

140.1 

126.0 

80 

Without thrift plan 

70.4 

84. 3 

96.8 


with thrift plan 

- 

101.8 

126.0 



$30,000 

Starting Salary 


65 

Without thrift plan 

70.4 

128.7 

100.2 


With thrift plan 

• 

170.9 

127.4 

70 

Without thrift plan 

70.4 

110.9 

100.2 


With thrift plan 

- 

143.7 

127.4 

80 

Without thrift plan 

70,4 

82.0 

100.2 


With thrift plan 

- 

99.5 

127.4 


a/ Replacement rates represent the ratio of retirement income, 
including social security benefits where applicable, to the 
er^)loyee'8 final year’s gross salary. At ages beyond retirement, 
final salary was adjusted to reflect the effect of the assumed 
rate of inflation. 

b/Under present law, both civil service and social security benefits 
are adjusted annually for inflation. 

c/Represents rate of replacement if employee elected to have annuity 
increased annually by the indicated, assumed rate cf inflation. 
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enclosure II EUCLDSURE II 


COMPARlSOr OF RETlRFMErrr INCOME REPLACEMENT RATES 
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2905 
FOP. A MALE EMPLOYEE RETIRING AT AGE 65 WITH 
40 YEARS SERVICE a/ 

(Economic aaaun^ionas Inflation 7.5 parcant. Salary 
incr’aaaaa 8.0 parcant* Intaraat incona 10.0 parcant) 



Civil Laval annual Adjustad annual 

sarvica annuity plus annuity plus 

svst.am b/ social sacurity social sacuritv c/ 


$10*000 Starting Salary 


65 

Without thrift plan 

70.7 

160.0 

128.2 


With thrift plan 

- 

213.0 

160.0 

70 

Without thrift plan 

70.7 

140.0 

128.2 


With thrift plan 

- 

179.7 

160.0 

80 

Without thrift plan 

70.7 

109.4 

128.2 


With thrift plan 

- 

128.7 

160.0 



$20,000 

Starting Salary 


65 

Without thrift plan 

70.7 

140.4 

108.6 


With thrift plan 

- 

193.3 

140.4 

70 

Without thrift plan 

70.7 

120.4 

108.6 


With thrift plan 

- 

160.1 

140.4 

80 

Without thrift plan 

70.7 

89.8 

ior.6 


With thrift plan 

• 

109.0 

140.4 



$30,000 

Starting Salary 


65 

Without thrift plan 

70.7 

151.4 

111.4 


With thrift plan 

- 

204.4 

143.2 

70 

Without thrift plan 

70.7 

126.3 

111.4 


With thrift plan 

- 

166.0 

143.2 

80 

Without thrift plan 

70.7 

87.7 

111.4 


With thrift plan 

- 

107.0 

143.2 


a/Raplacamant ratas raprasant tha ratio of ratiramant incoma* 
including social sacurity banafits vhart applicabla* to tha 
amployaa's final yaar's groas salary. At agas bayond ratiramant. 
final salary was adjustad to raflact tha affact of tha assumad 
rata of inflation. 

b/Undar prasant law. both civil sarvica and social sacurity banafits 
~ ara adjustad annually for inflation. 

c/Raprasants rata of raplacamant if amployaa alactad to hava annuity 
** incraasad annually by tha indicatad. assumad rata of inflation. 
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ENCLOSURE XII 


ENCLOSURE III 


COMPARISON OF RETIREMENT INCOME REPLACEMENT RATES 
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2905 
FOR A MALE EMPLOYEE RETIRING AT AGE 65 WITH 40 YEARS 
SERVICE, ADJUSTED TO PROVIDE SURVIVOR BENEFITS 

(Eeonpinic assumptions: Inflation 6.0 psrcsnt. Salary 
incrsasss 7.5 psrcsnt, Intcrsst incoms 8.5 psrcsnt) 


Civil Laval annual 

ssrvica annuity plus 

system b/ social sacuritv 


Adjusted annual 
annuity plus 
social security c/ 


$10,000 Starting Salary 

65 Without thrift plan 

with thrift plan 

70 Without thrift plan 

With thrift plan 

80 Without thrift plan 

With thrift plan 

$20,000 Starting Salary 

65 Without thrift plan 64.0 114.0 

With thrift plan - 148.3 

70 Without thrift plan 64.0 101.0 

With thrift plan - 128.2 

80 Without thrift plan 64.0 84.0 

With thrift plan • 99.1 

$30,000 Starting Salary 

65 Without thrift plan 64.0 

With thrift plan 

70 Without thrift plan 64.0 

With thrift plan 

80 Without thrift plan 64.0 

With thrift plan 

a/Raplacamant rates represent the ratio of retirement income, 
including social security benefits where applicable, to the 
e^loyee's final year's gross salary. At ages beyond retirement, 
final salary was adjusted to reflect the effect of the assumed 
inflation. The survivor benefit will be 55 percent of 
annuity provided by the defined contribution plan 
and/or the thrift plan. 

b/Under present law, both civil service and social security benefits 
are adjusted annually for inflation. 

c/^presents rate of replacement if employee elected to have annuity 
increased annually by the indicated assumed rate of inflation. 


117.4 
151.7 
101. 0 
126.2 

79.7 

94.8 


92.2 

U3.1 

92.2 

U3.1 

92.2 

n3.i 


94.0 

114.9 

94.0 

114.9 

94.0 

114.9 


84.1 134.8 114.8 

- 169.1 135.7 

64.1 121,8 114,8 

148.9 135.7 

66.1 104.9 114.8 

- 120.1 
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EI9CL0SURE IH 


ENCLOSURE IQ 


COMPARISON OF RETIREMENT INCOME REPLACEHEtTT RATES 
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2905 
FOR A MALE EMPLOYEE RETIRING AT AGE 65 WITH 40 YEAPS 
SERVICE. ADJUSTED TO PROVIDE SURVIVOR BENEFITS a/ 

(Econ&mlc aaaunptionat Inflation 6.5 pareant. Salary 




.5 parcant. 

Interest income 9.5 parcant) 









Civil 

Laval annual Adjusted annual 



sarvics 

annuity plus annuity plus 

Aae 


svstam b/ social sacurity social 

sacurity 



$10,000 

Starting Salary 


65 

Without thrift plan 

63.5 

132.0 

109.9 


With thrift plan 

- 

16P.P 

131.9 

70 

Without thrift plan 

63.5 

117.1 

109.9 


With thrift plan 

- 

145.7 

131.9 

80 

Without thrift plan 

63.5 

98.3 

109.9 


With thrift plan 

- 

113.6 

131.9 



$20,000 

Starting Salary 


65 

Without thrift plan 

63.4 

113.4 

91.2 


With thrift plan 

- 

150.2 

113.2 

70 

Without thrift plan 

63.4 

98.4 

91.2 


With thrift plan 

- 

127.0 

113.2 

80 

Without thrift plan 

63.4 

79.6 

91.2 


With thrift plan 


94.9 

113.2 



$30,000 Starting Salary 


65 

Without thrift plan 

63.4 

118.5 

90.7 


With thrift plan 

- 

155,3 

112.7 

70 

Without thrift plan 

63.4 

99.7 

90.7 


With thrift plan 

* 

12C.3 

U2.7 

80 

Without thrift plan 

63.4 

76.0 

90.7 


With thrift plan 

- 

91.3 

U2.7 


a/Raplacamant rataa raprasant tha ratio of ratiramant incoma. 

* including social sacurity banafits Mhara applicabla, to tha 

aiig)loyaa's final yaar‘s gross salary- At agas bayond ratiramant. 
final salary was adjusted to rsflact tha affact of tha assumad 
rata of inflation. Tha survivor banafit will ba 55 parcant of 
tha ratiraa ' s annuity provided by tha defined contribution plan 
and/or tha thrift plan. 

b/Undar present law, both civil service and social sacurity banafits 
~ are adjusted annually for inflation. 

c/Raprasants rata of raplacamant if astployaa alaetad to have annuity 
increased annually by tha indicated assumed rata of inflation. 


c/ 
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•ENCIX)SURE m 


£IIC1X)51]R£ III 


COHPAPISON OP RETIREMENT INCOME REPLACEMENT RATES 
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2905 
FOR A MALE EMPLOYEE RETIRING AT AGE 65 WITH 40 YEARS 
SERVICE* ADJUSTED TO PROVIDE SURVIVOR BENEFITS a/ 

(Economic assumptions t Inflation 7.5 psrcent* Salary 
incrsasss 8.0 par cant, Intarast incona 10. 0 par cent) 

hJm 

Civil Laval annual Adjustad annual 

aarvica annuity plus annuity plus 

aystam b/ social sacuritv social sacuritv c/ 


$10*000 Starting Salary 


65 

Without thrift plan 

63.8 

150.2 

119.1 


With thrift plan 

* 

196.6 

144. P 

70 

Without thrift plan 

63.8 

129.0 

119.1 


With thrift plan 

- 

163. P 

144.8 

00 

Without thrift plan 

63.8 

104.1 

119.1 


With thrift plan 

- 

121.0 

144.8 


$20*000 Starting Salary 


65 

Without thrift plan 

63.7 

130.5 

99.5 


With thrift plan 

- 

176.9 

125.2 

70 

Without thrift plan 

63.7 

109.4 

99.5 


With thrift plan 

- 

144.2 

125.2 

80 

Without thrift plan 

63.7 

84.4 

99.5 


with thrift plan 

- 

101.2 

125.2 


$30,000 Starting Salary 


65 

Without thrift plan 

63.7 

139.0 

10(3.0 


With thrift plan 

• 

185.4 

125.7 

70 

Without thrift plan 

63.7 

112.4 

100.0 


With thrift plan 

• 

147.2 

125.7 

80 

Without thrift plan 

63.7 

81.0 

100.0 


With thrift plan 

- 

97.9 

125.7 


a/Raplacamant ratas raprasant tha ratio of ratiramant incoma, 
including social security banafits whara applicabia, to tha 
amployaa's final year's gross salary. At ages beyond ratiramant, 
final salary was adjustad to reflect tha affect of tha assumed 
rata of inflation. Tha survivor benefit will be 55 percent of 
tha retiree's annuity provided by tha defined contribution plan 
and/or tha thrift plan. 

b/Undar present law, both civil service and social security banafits 
are adjusted annually for inflation. 

e/ Represents rata of replacement if employee elected to have annuity 
increased annually by tha indicated assusiad rata of inflation. 
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ENCLOSURE IV 


ENCLOSURE IV 


COMPARISON OF RETIPJIMEHT INCOME REPLACEKEFT RATES 
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2905 
FOR A MALE EMPLOYEE RETIRING AT AGE 65 WITH 
4C YEAP^ SERVICE a/ 

(Economic astumptionsi Inflation 6.0 parcant. Salary 
incraaaas 7.5 parcant, Zn^araat incoma P.S parcant) 


S. 2905 




Civil 

Laval annual 

Adjustad annual 



sarvica 

annuity plus 

annuity plus 

bss. 


svstaxE b/ 

social sacurity 

social sacurity 



$10,000 Starting Salary 


65 

Without thrift plan 

71.1 

142.9 

129.2 


With thrift plan 

- 

182.6 

159.7 

70 

Without thrift plan 

71.1 

130.6 

125. 1 


With thrift plan 

- 

161.9 

152.8 

80 

Without thrift plan 

71.-1 

109.7 

118.1 


With thrift plan 

* 

127.3 

141.2 



$20,000 Starting Salary 


65 

Without thrift plan 

71.1 

122.0 

108.3 


With thrift plan 

- 

161.7 

138.8 

70 

Without thrift plan 

71,1 

109.7 

104.2 


With thrift plan 

- 

141.1 

131.9 

60 

Without thrift plan 

71.1 

86.9 

97.2 


With thrift plan 

- 

106.4 

120.3 



$30,000 Starting Salary 


65 

Without thrift plan 

71.1 

127.3 

110.2 


With thrift plan 

- 

167.2 

140.7 

70 

Without thrift plan 

71.1 

112.0 

105 . 1 


With thrift plan 

- 

143.4 

132.8 

60 

Without thrift plan 

71.1 

85.6 

96 a 3 


With thrift plan 

- 

103.3 

119.4 


a/Raplacamant ratas rapraaant tha raU.o of ratiramant incoma, 

“ including social sacurity banafits whara applicabla, to tha 

amployaa's final yaar*s gross salary. At agas bayend ratiramant, 
final salary vas adjustad to raflact tha affact of tha assusiad 
rata of inflation. 

b/Undar prasant law, both civil sarvica and social sacurity banafits 
~ ara adjustad annually for inflation. 

c/Raprasants rata of raplacanant assuming an^Ioyaa alactad to hava 
annuity incraasad annually by 4 parcant. 
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EtTCLOSUPE IV 


ENCLOSE FE IV 


COMPARISON OP RETIREMENT INCOME REPLACZMEiTT RATES 
UNDER CIVIL SERVICE RETIP.E.MEKT SYSTEM AND S. 2905 
FOR A MALE EMPLOYEE RETIRING AT AGE 65 WITH 
40 YEAilS SERVICE a/ 

(Economic assumptions* Inflation 6.5 psrcsnt. Salary 
increasss 8.5 psrcsnt. Intsrsst incoras 9.5 psrcsnt) 

S. 2905 

Civil Lavs! annual Adjusted annual 

ssrvics annuity plus annuity plus 

Afi® system b/ social sseuritv social sscuritv e/ 


$10,000 Starting Salary 


es 

Without thrift plan 

70.4 

140.1 

126.2 


With thrift plan 

- 

182.3 

159.1 

70 

Without thrift plan 

70.4 

126.0 

120.8 


With thrift plan 

• 

158.8 

150.1 

80 

Without thrift plan 

7C.4 

103.0 

111.9 


With thrift plan 

- 

120.5 

135.3 



$20,000 

Starting Salary 


65 

Without thrift plan 

70.4 

121.4 

107.5 


With thrift plan 

- 

163.6 

14C.5 

70 

Without thrift plan 

70-4 

107.3 

102.1 


With thrift plan 

.. 

140.1 

131. a 

80 

Without thrift plan 

70.4 

84.3 

93.2 


With thrift plan 

- 

101 . e 

116.7 



$30,000 

starting Salary 


65 

Without thrift plan 

70.4 

128.7 

111.2 


With thrift plan 

- 

170.9 

144.1 

70 

Without thrift plan 

70.4 

110.® 

104.3 


With thrift plan 

.. 

143.7 

133.7 

QC 

Without thrift plan 

70.4 

82.0 

93.2 


With thrift plan 

- 

99.5 

116.7 


a/Rsplacsmsnt rates rsprsssnt the ratio of rstirsmsnt income, 
including social security benefits where applicable, to the 
employee’s finel year’s gross salary. At ages beyond retirement, 
final salary was adjusted to reflect the effect of the assumed 
rate of inflation. 

b/Under present law, both civil service and social security benefits 
are adjusted annually for inflation. 

c /Represents rate of replacesient assuming esgiloyee elected to have 
annuity increased annually by 4 percent. 
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E!?CLOfl*PE IV 


nXLOSUPE IV 


COMPARISON or RETIREMENT INCOME REPLACEMENT RATES 
UNDER CIVIL SERVICE RETIREKn"T SYSTEM AND S. 2905 
FOP A MALE EMPLOYEE RETIRING AT AGE 65 WITH 
4C YEAPE SERVICE a/ 

(Economic assumptionai Inflation 7.5 parcant. Salary 
incrcasas 6.0 par can Intaraat incona 10. 0 parcenr ) 


S. 2905 




Civil 

Laval annual 

Adjusted annual 



sarvica 

annuity plus 

annuity plus 

Ace 


system b/ social aacurity 

social saeurity 



$10,000 

Starting Salary 


65 

Without thrift plan 

70.7 

160.0 

143.0 


V?ith thrift plan 

- 

213.0 

1P4.7 

7C 

witheot thrift plan 

70.7 

140. C 

133.7 


With thrift plan 


179.7 

169.2 

80 

Without thrift plan 

70.7 

109.4 

119.4 


With thrift plan 

- 

128.7 

145.4 



$20,000 

Starting Salary 


65 

Without thrift plan 

70.7 

140.4 

123.4 


With thrift plan 

- 

193.3 

165.1 

70 

Without thrift plan 

70.7 

120.4 

114.1 


With thrift plan 

- 

160.1 

149.6 

80 

Without thrift plan 

70.7 

89.8 

99.8 


with thrift plan 

- 

109.0 

125.7 



$30,000 Starting Salary 


65 

Without thrift plan 

70.7 

151.4 

130.1 


With thrift plan 

- 

204.4 

171.8 

70 

Without thrift plan 

7C.7 

126.3 

118.4 


With thrift plan 

- 

166.0 

153.8 

80 

Without thrift plan 

70.7 

87.7 

100.3 


With thrift plan 

- 

107.0 

126.3 


a/RapIacamant rataa raprasant tha ratio of ratiramant incoma, 

* including social saeurity banafits whara applicabla, to tha 

amployaa's final yaar*s gross salary. At agas baycnd ratiramant, 
final salary was adjustad to raflact tha affact of tha aasuaad 
rata of inflation. 

b/Undar prasant law» both civil sarvica and social security banafits 
ara adjustad annually for inflation. 

c/Raprasants rata of raplacanant assuming amployaa alaetad to hava 
annuity incraasad annually by 4 parcant. 
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ENCLOSJRS V 


SNCLOSUitE V 


COMPARISON OP RETIREMENT INCOME REPLACEMENT RATES 
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S. 2905 
FOR A MALE EMPLOYEE RETIRING AT AGE 55 WITH 
30 YEARS SERVICE a/ 

(Economic aasumptionst Inflation 6.0 p«rcant» Salary 
increases 7.5 percent^ Interest income 8.5 percent) 

S. 2905 


Civil Level annual 

service annuity plus 

system 0/ social security c/ 


$10*000 Starting Salary 


55 Without thrift plan 
With thrift plan 
62 Without thrift plan 
With thrift plan 
65 Without thrift plan 
With thrift plan 
70 Without thrift plan 
With thrift plan 
80 Without thrift plan 
With thrift plan 


52.4 

34.9 

- 

58.1 

52.4 

82.7 


98.1 

52.4 

78.9 

• 

91.9 

52.4 

74.0 

• 

83.7 

52.4 

67.6 

- 

73.0 


$20*000 Starting Salary 


55 Without thrift plan 
With thrift plan 
62 Without thrift plan 
With thrift plan 
65 Without thrift plan 
With thrift plan 
70 Without thrift plan 
With thrift plan 
80 Without thrift plan 
With thrift plan 


52.4 

34.9 

• 

58.1 

52.4 

69.9 

- 

85. 4 

52.4 

66.2 

- 

79.2 

52.4 

61.3 

- 

71.0 

52.4 

54.8 

- 

60.3 


$30*000 Starting Salary 


55 Without thrift plan 
With thrift plan 
62 Without thrift plan 
With thrift plan 
65 Without thrift plan 
With thrift plan 
70 Without tnrift plan 
With thrift plan 
30 Without thrift plan 
With thrift plan 


52.4 

43.9 

<- 

67.2 

52.4 

67.8 

- 

83.3 

52.4 

63.1 

• 

76.1 

52.4 

57.0 

• 

66.7 

52.4 

46.9 

- 

54. 3 
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ENCLOSURE V 


ENCLOSURE V 


£/R«plaG«iMnr rates raprasant tha ratio of ratiramant Incomaf 
including social security benefits where applicable, to the 
employee's final year's gross salary. At ages beyond retirement, 
final salary wa^ adjusted to reflect the effect of the assumed 
rate of inflation. 

b /Under present law. both civil service and social security benefits 
~ are adjusted annually for inflation. 

c/8ocial security benefits are assumed to begin at age 62. 


I2-S47 O - M - 5 
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ENCLOSURE V ENCLOSURE V 


COMPARISON OP RETIREMENT INCOME REPLACEMENT RAXES 
UNDER CIVIL SERVICE RETIREMENT SYSTEM AND S, 290S 
FOR A MALE EMPLOYEE RETIRING AT AGE 55 WITH 
30 YEARS SERVICE •/ 

(Econoaic Mswptionsi Inflation S.5 pareant. Salary 
incraasaa 3.5 pareantr Intaraat incoma 9.S parcant) 


3. 2905 




Civil 


Lcval annual 



sarvlea 


annuity plua 



svatan 


social sacuritv 




o 

o 

o 

o 

Starting Salary 

55 

Without thrift plan 

52.0 


37.6 


With thrift plan 

• 


62.7 

62 

Without thrift plan 

52.0 


78.8 


With thrift plan 

• 


95.0 

65 

Without thrift plan 

52.0 


74.7 


With thrift plan 

• 


88.0 

70 

without thrift plan 

52.0 


69.2 


With thrift plan 

- 


79.0 

80 

Without thrift plan 

52.0 


62.4 


With thrift plan 

- 


67.6 




$20,000 

Starting Salary 

55 

without thrift plan 

52.0 


37.6 


With thrift plan 

• 


62.7 

62 

Without thrift plan 

52.0 


67.6 


With thrift plan 

- 


83.7 

65 

Without thrift plan 

52.0 


63.4 


With thrift plan 

• 


76.8 

70 

Without thrift plan 

52.0 


58.0 


With thrift plan 

- 


67.8 

SO 

Without thrift plan 

52.0 


51.2 


With thrift plan 

- 


56.4 




$30,000 

Starting Salary 

55 

Without thrift plan 

52.0 


47.4 


With thrift plan 

- 


72.5 

62 

Without thrift plan 

52.0 


66.1 


With thrift plan 

- 


82.3 

65 

Without thrift plan 

52.0 


60.9 


With thrift plan 

- 


74.2 

70 

Without thrift plan 

52.0 


54.1 


With thrift plan 

• 


63.8 

60 

Without thrift plan 

52.0 


45.4 


With thrift plan 

- 


50.6 
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SKCLOSURE V 


ENCLOSURE V 


a/R*pl»c«m«nt ratM raprasant tha ratio of ratiramant incoma, 
including social aacurity banafita whara applicabla, to tha 
amployaa'a final yaar'a groaa aalary. At agaa bayond ratiramant, 
final aalary waa adjuatad to raflact tha affaet of tha aaaumad 
rata of inflation. 

b/Undar praaant law, both civil aarvica and aocial aacurity banafita 
ara adjuatad annually for inflation. 

e/Social aacurity banafita ara aaaumad to bagin at aea 62. 
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EMCI^UR£ V 


SMCtOSUilE V 


HEPLACSMSaT JIAWS 
CINDER CIVIL SERVICE RETIRENfiNT SYSTEfl AND S* 290S 
«R A «At* |MP^ S* «™ 


(Economic nssumptionst 
incroasos 8.0 percent » 


Inflation 7.5 percent* Salary 
Interest income 10.0 percent) 




Civil 
service 
system b/ 


S. 2905 

Level annual 
annuity plus 
social security c/ 


$10*000 Starting Salary 


55 

Without thrift plan 
With thrift plan 

52.2 

62 

Without thrift plan 
With thrift plan 

52.2 

65 

Without thrift plan 
With thrift plan 

52.2 

70 

Without thrift plan 
With thrift plan 

52.2 

80 

Without thrift plan 
With thrift plan 

52.2 


45.2 

75.2 

84.5 

102.6 

79.2 

93.8 

72.6 

82.8 

64.7 

69.7 


55 ffithout thrift plan 
With thrift plan 
62 Without thrift plan 
With thrift plan 
65 Without thrift plan 
With thrift plan 
70 without thrift plan 
With thrift plan 
80 Without thrift plan 
With thrift plan 


$20*000 Starting Salary 


52.2 

52.2 

saTs 

52.2 

52.2 


45.2 

75.2 

72.6 

90.7 

67.3 
81.9 

60.7 


70.8 

52.8 
57.7 


55 Without thrift plan 
With thrift plan 
62 Without thrift plan 
With thrift plan 
65 Without thrift plan 
With thrift plan 
70 Without thrift plan 
With thrift plan 
80 Without thrift plan 
Witn thrift plan 


$30*000 Starting Salary 


52.2 

56. 8 

• 

87.0 

52.2 

71.9 

— 

90.0 

52.2 

65.2 

• 

79*8 

52.2 

56.9 

- 

67.0 

52.2 

47.0 

- 

52.0 


s/Replacesient rates represent the ratio of retirement ineosw* 
including social security benefits where applicable* to the 
employee's final year's gross salary. At ages bei^ond retirement* 
final salary was adjusted to reflect the effect of the assumed 
rate of Inflatipa. 


b/Under present law* both civil service and social security benefits 
are adjusted annually for inflation. 

c/Soeial security benefits are assumed to begin at age 62. 
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VL COST ANALYSIS 

The following ^per by Sylvester Schieber of the Employee ^ne- 
fit Research Institute compares in great detail the cost of the cur* 
rent S3rstem versus our plan. It shows the overall impact on the fed- 
eral budget as weU as the various internal funding transactions. 
The one nugor caveat to this paper is the omission of the impact of 
private investment of the new trust fund on the federal budget. 
Private investment of trust fimd monies will require additional 
government outlays in the earlier years. However, in later years 
the private investment of these funds will significantly reduce the 
government’s cost Following this paper is a section comprised of 
budgetary flow charts. These charts show the additional budgetary 
impact of private investment 

irs GOST AND FUNDING 
IMPLICATIONS OP MODIFYING THE 
aviL SERVICE RETIRBIHJT SYSTBI 


by 

Sylvester J« Schieber 
Reseaxch Diiectox 

fioployee Benefit Research Institute 
Revised 

Decefflbex 2» 1982 


The views picsented hexe axe those of the author and do 
not necessarily reflect the views of the Employee Benefit 
Reseaxch Institute, its Trustees, members ox other staff. 

( 61 ) 


Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 001 20002-9 



Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 00120002-9 

62 


TABLE OF CONTenS 


Hie Cooxdination Pxoposal 

The Qixxent CSRS Pxogzaa 

^geting Lnplicatioxis of Oiangfiig cSRS, 
Ojaianteeing the >^ability of CSRS 

TAW B 

NIMBER TITLE 


X 

2 

5 


4 

5 

6 

7 


8 


9 


10 


11 


12 


Effect of Economic Assumptions on CSRS Cost Estimates. 


Ptojections of Existing Civil Sex vice Retiiement System 
Futuxe Budgeting Costs fox Selected Yeaxs 

Projections of Futuxe Costs fox Existing CSRS and Social 
^uiity windfalls fox Fedexal Employees fox Selected 
Yeaxs. 


Budgetaxy Flows fox Closed CSR System Account 

Budgetaxy Flows fox New Mixes CSRS Account 

F^exal Agency and General Revenue Expenditure Projections 
fox the Modified CSR System. 

S^ial Seeuxity Account Contxibution and Benefit Payment 
Increases and Budgetaxy Cost From Cover ixig New Employees 
Under Social Seeuxity 

Federal Budget Flows Required to Meet I^dexal Civilian 
Retirement Cost Under I^oposed Restructuring of the 
Current System 


F^eral Agency and Gwiexal Revenue Expenditure Projections 
for Qix rent CSRS and Modified System in Conjunction with 
Newly Hi ted W6i Jeer s Undex Social Secur ity • 


CSRS Income and Fund Balances; Closed System fox Current 
WoiJcets Under Existing Financing Legislation fox Selected 
Years 


CSRS Income, Benefits and Fund Balances: Closed System fox 
Ojxrent Wox leers Undex Financing Proposal in Stevens' 
Legislative Proposal fox Selected Yeaxs 

Employer Contributions to CSRS Under Current Legislation 
^ Stevens' Proposal: Qosed System fox Current Workers 
for Selected Years 


PAGE 

X 

2 

5 

11 

PAGE 

3 

15 

16 

17 

18 

19 . 

20 

21 

22 

23 

24 

25 


Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 001 20002-9 



Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 00120002-9 

63 


“nie public discussion o£ aandatory Social Security coverage of Federal 
workers often focuses on the beneficial effects for Social Security. Mandatory 
coverage criticSt on the other hand, argue that covering Federal workers will 
raise the cost of Federal civilian zetireaent programs and threaten the 
viability of their retirement trust funds. This paper provides an analysis of 
the potential effect that Social Security coverage of Federal workers would 
have on the cost of the Federal Civil Service Retirement Program, the Federal 
budgetary effect of such a measure and the long term implications for the trust 
funds* 

TTIE COORDIKMION PROPOSAL 

In order for a discussion of this sort to be meaningful it has to be 
concrete* This analysis focuses on an option discussed in a recent report 
issued by the Congressional Research Service. 1/ The option used in the 
analysis is Option IV*A from their report. This option was chosen because it 
closely parallels the option included in draft legislation prepared by Senator 
Ted Stevens of Alaska. 

The analysis assumes that all workers hired into Federal Civilian jobs 
after January 1. 1983 would be covered by Social Security. They would also be 
covered by a defined contribution plan that would be financed solely by 
employer contributions. This plan would provide contributions of 9 percent on 
the first $20,000 of salary and 16 percent above that. The $20,000 would be 
indexed by increases in the general wage schedule over time. In addition to 
the basic benefit, a si^plemental thrift plan would also be available for those 

l7 Coi^iessional Research Service, Restructuring the Civil Service Retirement 
System Analysis: Analysis of Options to Control Costs and Maintain Retirement 
Income Security (Washington, D.C. : GPO, 1982). 
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2 

covered under the new plan* This would allow the enployee to contribute xjp to 
6 percent of salary into the plan and would be fully oatched by the enployer* 
The Stevens* bill would fully natch eoployee contributions to 3 percent of 
salary* This elenent of the Stevens' bill would reduce the cost estinates pre- 
sented. On the other hand, the Stevens* bill would provide contributions based 
on military service, raising costs compared to the option considered here* The 
option discussed here and the Stevens* bill would also modify the Federal 
employee sick leave and disability program to coordinate with Social Security* 
THE OURRBIT GSRS PROGRAM 

The cost of GSRS can be considered from different perspectives* One 
common way to estimate the cost of a retirement program is to use what 
actuaries call the "entry age noimal cost method*" This method estimates the 
percentage of a worker's salary that would have to be set aside each year to 
fully fund benefit entitlements by retirement. Aggregating the normal cost of 
all workers provides an estimate of the employer's total nonnal cost. As with 
most estimates tlie normal cost estimate is sensitive to the assumptions on 
which it is based* This is clear in Table 1, where two different sets of 
u*conomic assumptions are used to estimate the normal cost of tte GSRS program* 
The greatest variance in assumptions for the two estimates is in inflation, 
although it is the inflation/interest differential that is most significant in 
explaining the variance in the normal cost estimates* The real interest rate, 
or return on assets under the 11 -B assumptions is twice that under the Board of 
Actuaries' assumptions* Higher interest rates raise investment income over 
time and increase the degree to which the trust fund si^ports benefits* 

Since employees covered by GSRS contribute 7 percent of salary to the 
retirement program tliis means the employer (i.e* , the Government's) cost of the 
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TABLE I 

Effect of Econoal^ Assiaiptions on CSRS Cost Estimates 

Wage Normal 

Interest Growth Inflation Cost 


3 


CSRS Board of Actuaries 6.0 S.5 5 36.46 

Social Security 1981.II-B 6.1 5.5 4 31.23 


program is 29.46 or 24.23 percent of payroll depending on vdiich set of assunp* 
tions axe used. Since this discussion is focusing on Social Security coverage 
costs the Social Security assumptions are used for the remainder of the dis* 
cussion. 

The normal cost measure is a useful concept because it gives a good 
perspective on the generosity of the retirement program in comparison to 
pensions established by other eiqployers. For exan^le, in the private sector • 
employer normal costs for retirement programs generally run about 7 to 12 per* 
cent of payroll on top of Social Security. The normal cost is also useful 
because it is indicative of the portion of lifetime benefits paid to workers in 
the form of deferred retirement income. 

An alternative way to evaluate the cost of CSRS is to look at the 
cost on a budget basis. This is useful because it reflects the relative cost 
of Federal retirement for taxpayers and participants. Figure 1 pictorially 
represents the operation of the CSRS during fiscal 1980. The budget box 
represents the total Federal budget components of the CSRS. It includes the 
off**budget Postal Service. The first inner box represents the unified budget. 
The arrows represent the budgetary flows relevant to CSRS. All transactions 
which cro^s the outermost box affect the total cost of CSRS. Transactions 
crossing the largest interior box affect the unified budget. 
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Flow o£ Funds JUilatsd to 
Tho Civil Soryico Wotirui—nt Sy«t— 
(1980 anounts in billiono) 



SOUICSt Budqot of tho Onttud Stst— Gov r i —a nS Ftscoi T— r 198?, AppondlJi 
p.Z-Viia. 


Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 001 20002-9 






Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 00120002-9 

67 
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the iopllcation of this depiction is that nost of the funding of CSRS 
is internal to the unified budget* Even the Postal Service contributions fall 
conceptually within the unified budget framework* If USPS increased their con-' 
tributions it could ultimately lead to higher postage rates or general revenue 
siq>port of that off-budget account. In either case the cost would be borne by 
the public. In terns of total Federal outlays in 1980 » benefits and refunds 
amounted to $14.78 billion while employee contributions were $3-60 billion. 

The 1980 USPS contribution was split between the nomai 7 percent agency 
contribution ($775 million) and the obligations ($714 million) vis-a-vis 
unfunded liabilities. Since USPS is off budget their contributions do affect 
the unified budget net costs of the program but not total outlays from the 
taxpayers* perspective. In short the taxpayer cost of CSRS is equal to total 
benefits plus contribution refunds minus employee contributions. In 1980 this 
was ($14.78 billion minus $3.60 billion) $11.18 billion. 

The example also raises another important point in regard to funding 
CSRS liabilities. A great deal of concern has been voiced over the unfunded 
liabilities of CSRS. The total liabilities of the system exist because of the 
statutes that define the program. To the extent the system holds government 
securities as its funding instruments it has a contractual promise from the 
govenoent (lOUs) that certain resources will be available to meet benefit 
payments as required. The unfunded liabilities, on the other hand, are 
statutory promises that have arisen because benefits accrued under the law have 
not been matched by a comparable pool of assets (i.e. , Government lOUs). If 
the statutory liabilities were converted to contractual obligations, it would 
not affect benefit levels because they are separately defined by statute. The 
important point is that there be a funding mechanism available to meet these 
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benefits as th^ come due. Even though the current system has sizeable 

unfunded liabilities, the current funding method assures benefits for the 
forseeable future. 

However, the budgetary process would allow more rapid funding of CSRS 
liabilities than now occurs without having an adverse affect on taxpayers. An 
added annual contribution, say $20 billion, would be an increase in general 
revenue expenditures but would be exactly offset by an increase in CSRS 
income. The H.S. government would increase its bond issues by $20 billion but 
these would be offset by a $20 billion increase in CSRS funds. There would be 
no iapact on the taxpayers* 

TTiis is not to suggest that CSRS should be funded instantaneously, or 
that the unfunded liability should be ignored. The presence of a fully funded 
system could well lead to pressure for benefit increases which would, in turn, 
increase the taxpayers' cost. On the other hand, the unfunded liability is a 
teal cost that will eventually have to be coveted. 

There ate three important variables to consider in the context of CSRS 
reform. These ate: First, what is the effect on the level and distribution of 
benefitsT; Second, what are the budgetary implications of the proposal — both 
long and short-term?; ,wl third, what must be done to assure that benefit 
promises to existing employees are met during a transition to the new system? 

The first of these <piestions is analyzed in detail in the CRS study 
cited in footnote 1. The latter two questions are analyzed below. 

IMPLICATIONS OF CHANGING CSRS 

The above discussion suggests that CSRS budgetary effects could be 
described by the following formula: 
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(1) GSRS Budgetary Cost ■ benefits ♦ refunds aiisis 

enpXoyee contributions* 

Table 2 shows the long-texa projected costs of the CSRS if the piograa is not 
modified* 


In addition to the basic CSRS costs the budget is also affected by 
Social Security windfall benefits paid to individuals covered by CSRS* The 
annual magnitude of these windfalls for Federal workers and annuitants has been 
estimated to have been roughly $1 billion in 1980* V For the sake of this 
analysis, this estimate is indexed by the CPI asstnptions used to estimate the 
future cost of CSRS benefits* Ihere are several reasons to believe this is a 
conservative estimate* First, the nuaber of CSRS beneficiaries is growing 
rapidly and will continue to do so throughout this decade* This will increase 
the prevalence of windfalls* Second, initial Social Security benefits are 
based on indexed wages and the benefit formula itself raises benefits over time 
because the bend points in the formula are themselves indexed* In coming years 
this should increase initial entitlements and windfalls for short-coverage 
workers more rapidly than prices increase* Finally, once benefits commence 
they are indexed by the CPI. This indexation also applies to windfalls* 

Because the current system gives rise to these Social Security 
windfalls they should be considered in any cost estimates of present policy. 
This total cost can be derived mathematically as follows: 

(2) Current System Total Cost ■ CSRS budgetary cost ♦ SS windfalls 
The combined CSRS cost plus the Social Security windfalls are shown in 


f? See Sylvester J* Schieber, Universal Social Security Coverage and 
Alternatives: The Benefits and Costs (Washington, D.C. : EBRI, 1982). 


12-547 0 - 83-6 
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Tible 3. 5/ 

The pxoposed modification to the system analyzed here calls for Social 
Security coverage coordinated with a modified Federal pension for new Federal 
employees beginning in 1983. That means that the ongoing costs of the total 
system have to be estimated separately for the closed system that applies to 
old hires, and for the new system covering future employees- The budgetary 
costs of the separate systems can be aggregated to get the combined systems 
cost- 

The total budgetary impact of modifying CSRS would be different than the 
effect on the various accounts taken separately. Both CSRS and Social Security 
are now within the unified budget. Because the proposal analyzed here would 
segregate the old and new systems the costs for the various accounts can be 
considered as follows: 

(3) Closed CSRS Costs « benefits (old) > refunds mirais 

employee contributions 

(4) New CSRS Costs » benefits (new) ♦ refunds minus 

employee contributions 

(5) Social Security Costs - benefits (SS) minus employee contributions 


3/ While the costs of Social Security windfalls are added here to the current 
system total ^st they ate not included in the current system, cost in 
comparisons with the modified system. The Stevens' bill does not Include any 
explicit windfall reduction provisions so they are not considered- It should 
be noted, hovnver, that the Stevens' bill would gradually eliminate the wind- 
fall phenomenon for Federal workers and result in real savings to taxpayers. 
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(6) Total Budget Cost « old CSRS cost * new GSRS cost 

♦ Social Secuxity cost 

Equation (3) is essentially the sane as equation (1) discussed eaxliex 
that applies to the cuxxent system. The diffeience is that equation (3) 
applies only to those woikexs on the payxoll ox individuals entitled to CSRS 
benefits (xeceiving ox defeixed) on the assumed date the modified system would 
be put into opexation. Equation (1), on the othex hand, assmed futuxe new 
woxkexs would continue to be covexed undex the cuxxent system. Table 4 
pxesents the annual budgetaxy flows specifically x elated to the closed CSRS 
system undex the pxoposal being analyzed. 

Equation (4) xepxesents the budgetaxy cost of the new Fedexal letiiement 
pxogxam. It is the countexpait of equation (3). The flows in this account axe 
shown in Table 5. The vexy sizeable xefunds that develop undex the modified 
system axe the lesult of the impxoved vesting pxovisions in the Stevens' 
pxoposal. Undex the cuxxent CSRS moxe than 20 pexcent of today's Fedexal woxk 
foxce, is now ox will become vested but, will leave Fedexal employment and 
withdxaw theix own contxibutions and leceive no benefit fxom CSRS. While these 
woxkexs will be technically vested undex the definitions of the plan at some 
point they will ultimately have no pxactical vested xight to an 
employcx-piovided benefit. Undex the modified system such employees would vest 
in a leal sense. As they leave Fedexal employment they would be able to toll 
theix vested benefits out into an IRA ox othex letixement pxogxam. This would 
lepxesent a significant benefit impiovement fox woikexs vho spend seveial yeaxs 
in Fedexal employment but do not make it theix full caxeex. 
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Equations (3) and (4) and Tables 4 and 5 axe based on the assianption 
that the new systea's tzust funJ v«ould be segtegated from the cuxxent 
systea's. This vK>uld not necessazily have to be the case. The leason the 
Fedezal letixeaent account is ^lit in this analysis is that the Stevens* bill 
pxovides that the new system would ultimately be funded thxough pxivate 
secuxities maxkets* The two funds could be combined fox eithex budge taxy ox 
piactical puxposes. howevex. Even if this weie done, the combined fund could 
still hold a poxtion of its pox tf olio in pxivate secuxities. Table 6 leflects 
the budgetaxy flova xequixed if the funds wexe combined. 

Ecpjation (5) shows the budgetaxy effects of Social Secuxity co vex age of 
new hixes. Again the budgetaxy effect is diffeient than the effect on the 
QASCHI accounts. The diffexence is that the specific account would be cxedited 
fox both eaployei and employee contxibutions. The affect on these accounts is 
shown in Table 7 as the "Net Social Secuxity Revenue Inez ease.'* Since Social 
Secuxity is in the unified budget the employex contxibution would show up as an 
expense in one section of the budget and as equal txust fund income at a 
diffexent place, the two would net each othex out. The budgetaxy flows 
xeflected in equation (5) axe shown in the xight hand coluan of Table 7. 

If Social Secuxity is taken out of the unified budget it would change 
the analysis conceptually without affecting the pxactical lesult. Fox example, 
if Social Secuxity wexe an off-budget account, the employer contxibution would 
then show up as a zeal budget expense. The contxibution would show up as 
income to an off-budget account. The budgetaxy and off-budget accounts would 
both still be Fedexal accounts, howevex. While taking Social Secuxity 
off-budget would change the bookkeeping it would not change the ovciall fiscal 
position of the Fedexal govexmoent if coveiage wexe extended to Fedexal 
\#oxkeis. 


Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 001 20002-9 



Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 00120002-9 


10 

Ihe total budgetaxy cost, modifying CSRS as considered heie, can be 
calculated according to equation (6). The budgetary flows axe shown in Table 8 
based on this calculation* They become meaningful in comi>arison to the 
budgetary cost of the cm rent system which was shown in Table 2. 

The flows from the cm rent system and the modified system axe shown in 
Table 9* Based on these two projections, moving to. the modified system on 
January 1, 1985 would save $1 billion over the first five years. While the 
cost savings during the early years would be moderate in relative terms they 
would grow significantly after the tmn of the centmy as the Federal work 
force becomes predominantly covered by the new system. Ultimately, the savings 
would grow to nearly one-quarter of the cm rent system’s cost if it were to be 
perpetuated. The net savings estimates of moving to the modified system do not 
include any savings that could be realized if a Social Security windfall 
reduction provision for old hires were implemented. Fox example. Congressman 
Pickle, Chairman of the Social Secmity Subcommittee of the House Ways and 
^feans Gonnittee, has suggested legislation that would reduce windfalls in the 
futme fox individuals not covered by Social Security for some portion of their 
career. His proposal would reduce the benefit derived under the current 
formula to that percentage of total lifetime earnings in covered employment. 

If such a proposal were implemented in 1983 the total savings would be small. 
H'jwevex, if one assumed that windfalls estimated in Table 3 were reduced at a 
rate of 2 percent per year the savings could be as nujch as $100 million by the 
mid 1980s and rise to more than $1 billion by the turn of the century. The 
Social Security actuaries have estimated similar savings. Tlicy estimated the 
Pickle proposal would save $100 million in both 1985 and 1986 >nd average .05 
percent of total Social Security covered payrolls over the next 75 years. 
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the Reagan Adninistxation pxoposed a pension of£set £ox 
woxkexs who accitied a public pension in employwent not covered by Social 
Secuxity. This might leduce the wind£alls for individuals letiiing in the near 
future somewhat more lapidly than the Pickle proposal. There is a precedent 
now in the law that reduces Social Security spouse*s benefits if they axe 
receiving a noncoveted benefit. Such offsets, however, are unpopular because 
people perceive then as a reduction in benefits to which they are entitled. 

The net cost increase in the proposed system around the turn of the 
century shown in Table 9 is the result of modification to vesting provisions 
under the new plan* By that time, significant numbers of terminating workers 
will be rolling their vested benefits into alternative retirement vehicles as 
they leave Federal service. If the proposed modification of the new systen 
were made in conjunction with a windfall reduction proposal the cost savings 
that would result from modifications to the CSRS would be significantly greater 
than those shown in Table 7. 

The bottom line is that modifying the CSRS along the lines of the 
option analyzed here, or the Stevens' proposal, would result in significant 
budgetary savings over both the short and long run. Coverage of new hires 
under Social Security will maintain the level of wnployee contributions for 
retirement purposes* In a budgetary sense then, any proposal cot^led with 
Social Secuxity coverage that Just maintains or slightly reduces total Federal 
retirement benefits cannot cost the taxpayers more than the current system* 

The actual numbers that would show up in the unified budget might be affected 
by moving accounts in or out of the budget. This would not affect taxpayer 
costs fox Federal retirement, however* 

GWR ANTEEING THE VlABlLmf OF CS RS 

Qirrent CSRS financing pxovisioi;< assure that the letirement trust 
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fund will be sufficient to meet benefit obligations fox the foiseeable futuxe* 
Modifying the system along the lines of the GSRS option discussed above, ox the 
neaxly Identical Stevens' pxoposal, would change the intexnal axithmetic of 
GSRS funding. Both pxoposals would eliminate mandatoxy eoqjloyee contxibutions 
to GSRS by woxkexs coveied undex the new system. Fuxthezmoxe, as cuxxent 
woikeis withdiaw ox letixe the closed gioi^ contxibutions would also decline, 
as long as the system is open (i.e. , new woxkexs come into the system as old 
hixes leave ox zetixe). If the system is closed (i.e., new hixes axe not 
coveted by the system) the new woxkexs' contxibutions, the agency contxibutions 
and geneial xevenue tiansfexs on theix behalf would dxy 19 . Leaving the 
cuxxent woxkexs and beneficiaxies isolated in the closed system without 
contxibutions based on new woxkexs' salaxies would lesult in the depletion of 
the GSRS tzust fund. Table 10 shows how this pxocess would woik if, in fact, 
GSRS wexe closed and cuxxent funding legislation wexe left in place. Some- 
whcze axound the turn of the centuxy the GSRS tiust fund would be depleted. 

Technically this could be xesolved vexy quickly by convex ting the 
unfunded liabilities fox the closed gioup into foimal debt. This would xequixe 
the issuance of goveznment lOUs Ci.e. , bonds ox secuiities) in the amount of 
the unfujKled obligations. This would xequixe laising the government's foxmal 
debt limits while not changing its obligations, hhile the obligations axe now 
unfunded they axe defined by existing Fedexal pension statutes. The issuance 
of such lOUs would not change the cuxxent financial status (i.e., wealth) of 
the Fedexal Govexnaent at all. Each dollax of new debt (i.e., liabilities) 
that would lesult fiom such a txansactlon would also be a dollax of assets held 
by a govvrinmental tiust fund. 

As a piactical and political mattei laising Fedexal debt limits at 
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once bf the magnitude that would be tequlied would be impossible* Hie cxeatlon 
of such a tzust fund would cextainly incxease piessuxe fox benefit libeializa- 
tions* It is also highly unlikely that the genexal public would acquiesce to 
such an incxease in the foxmal Fedexal debt at once* 

Senatox Stevens has pxoposed foity-yeax amoxtization of the unfunded 
pension obligations fox the woxkexs who would continue to be coveted by the old 
CSRS system. The long-iun pxojections of txust fund income, payments and 
balances undex this pxoposal axe shown in Table II* His pxoposal would pxovide 
fox an adequate tzust fund to meet all benefit obligations of the old system. 

Table 12 pxovides a calculation of Inez eased funding lequixements 
undex the Stevens' pxoposal. This funding modification would have diffexent 
effects on the unified budget and the level of Fedexal debt* 

The amoxtization of unfunded liabilities would have a neutxal effect 
on the unified budget. Refezxing back to Figuie 1, it is cleax that this 
oceuxs because the txansaction is all intexnal to the unified budget. The 
Inez eased funding would show up as an inezeased expense in agency 
contxibut^ons ox dixect appiopziations. It would be exactly offset as 
inezeased income to the internal CSRS account, howevez. The net effect is 
zexo. 

Since the inezeased funding would be accomplished through the issuance 
of new Fedexal securities, it would lepiescnt an incxease in the foimal Fedexal 
debt ovez the forty year amoxtization pexiod* It would not lepxesent an 
increase in actual liabilities, however. These liabilities already exist 
because of the benefit provisions defined in Fedexal statutes. The 
amoxtization of the statutory liabilities would meiely lecognize them as formal 
debt obligations to the txust fund* This would in no way affect the actual 


\ 
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benefit obligations undei the plan- 

The pxovisions in the Stevens' bill do appeal to assuie the long-texs 
pionises made to cuxxent woxkexs and annuitants covexed by CSRS. His pxoposal 
ox a sirailax one would accomplish this without Incxeasing the cost of Fedexal 
xetixement pxogxam fox the taxpa/exs* 
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TABLE Z 

Projections o£ Existing Civil Service Retireoent Systtm 
Bituie Budgetary Costs for Selected Years 
(dollar amounts in billions) 

GSRS Retirement ' Bi^loyee Federal Agency and 
CSRS Disability and Contributions General Revenue 
Payroll Survivor Benefits Minus Refunds Expenditures 


mr- 

Ml 




1984 

65.5 

23.9 

3.9 

20.0 

198S 

67.3 

26.4 

4.0 

22.4 

1986 

77. S 

28.9 

4.6 

24.3 

1987 

83.4 

31.3 

5.0 

26.3 

1988 

89.0 

33.7 

5.3 

28.4 

1989 

94.5 

35.9 

5.6 

30.3 

1990 

99.8 

38.2 

5.9 

32.3 

1991 

104.7 

40.3 

6.1 

34.2 

199S 

132.3 

50.1 

7.7 

42.4 

2000 

172.3 

64.5 

10.0 

54.5 

2005 

230.4 

84.3 

13.5 

70.8 

2010 

301.5 

110.9 

17.7 

93.2 

2015 

404.7 

146.2 

23.8 

122.4 

2020 

533.9 

193.2 

31.4 

161.8 

2025 

699.4 

253.9 

41.3 

212.6 

2030 

914.6 

331.7 

54.0 

277.7 

2035 

1,195.4 

430.5 

70.5 

360.0 

2040 

1,562.3 

557.9 

92.2 

465.7 

2045 

2,041.9 

724.6 

120.5 

604.1 

2050 

2,668.7 

944.2 

157.5 

786.7 


SOURCE: Hiese projections were developed by Edwin C« ^tead, FSA» former 
Chief Actuary of the Civil Service Retirement System; he is now 
Director, Actuarial Consulting Services, May Associates* 
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TABLE 3 

Projoctions of Future G&sts for Existing GSRS and Social Security 
Windfalls for Federal fiq>loyees for Selected Years 
(dollar aaoimts in billions) 


Ageing and General 1/ Social Security Windfall 2 / 

Revenue Costs of CSl& Benefits for CSRS Participants Total Cost 



1777 

1.3 


1984 

20.0 

1.4 

21.4 

1985 

22.4 

1.5 

23.9 

1986 

24.3 

1.6 

25.9 

1987 

26.3 

1.7 

28.0 

1988 

28.4 

1.8 

30.2 

1989 

30.3 

1.9 

32.2 

1990 

32.3 

1.9 

34.2 

1991 

34.2 

2.0 

36.2 

1995 

42.4 

2.5 

44.9 

2000 

54.5 

3.0 

57.5 

2005 

70.8 

3.7 

74.5 

2010 

93.2 

4.4 

97.6 

2015 

122.4 

5.4 

127.8 

2020 

161.8 

6.6 

168.4 

2025 

212.6 

8.0 

220.6 

2030 

277.7 

9.7 

287.4 

2035 

360.0 

11.8 

371.8 

2040 

465.7 

14.4 

480.1 

2045 

604.1 

17.5 

621.6 

2050 

786.7 

21.3 

808.0 


1/ Froa Table 2 

7/ Estiaated by the author; assumptions described in the text. 
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TABLE 4 

Budgetaiy Flows* fox aoswi CSR Systea Account 1/ 
(dollax amoaatt in billions) 


Yen 

T55I 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 
1995 
2000 
2005 
2010 
2015 
2020 
2025 
2030 
2035 
2040 
2045 
2050 


Retiieiwit, Suivivoi Refunds 
and Disability Benefits 


~ja.5 

JOT- 

24.0 

0.6 

26.4 

0.6 

28.9 

0.6 

31.3 

0.7 

J3.7 

0.7 

35.9 

0.7 

38.0 

0.7 

40.2 

0.7 

49.5 

0.6 

62.7 

0.0 

78.1 

0.0 

94.1 

0.0 

104.6 

0.0 

105.9 

0.0 

99*4 

0.0 

86.1 

0.0 

67.3 

0.0 

44.4 

0.0 

25.0 

0.0 

10.7 

0.0 


Total Fedetal 

Bnployee Agency and General 

Contributions Revenue Expenditures 




JTCT 

4.1 

20.5 

3.7 

23.3 

4.1 

25.4 

4.0 

27.9 

3.9 

30.4 

3.9 

32.8 

3.6 

35.1 

3.4 

37.5 

2.2 

47.9 

1.4 

61.3 

1.2 

76.8 

0.0 

94.1 

0.0 

104.6 

0.0 

105.9 

0.0 

99.4 

0.0 

86.1 

0.0 

67.3 

0.0 

44.4 

0.0 

25.0 

0.0 

10.7 


* Service Retirenent Systea; he is now Director. 

^^*^ial Consulting Services, Hay Associates* 

t£J 5? it Is assuaed that no new 

P««®iPsf i». contribute to 

^ified^st^^** ^ ^ current systea. They would be participants in the 
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TABLE 5 

Budgetaxy F16us £oi Nsw Hlxes CSRS Account 
(dollax aaounts in billions) 


Yeax 

Retixeaent, Suxvivox 
and Disability Benefits 

Refund 

mm 


■EliSl 

1984 

0.0 

0.1 

198S 

0.0 

0.3 

1986 

0.0 

0.5 

1987 

0.0 

0.7 

1988 

0.0 

0.9 

1989 

0.0 

1.2 

1990 

0.0 

1.6 

1991 

0.1 

1.9 

199S 

0.1 

3.5 

2000 

0.3 

7.8 

200S 

1.1 

10.1 

2010 

5.2 

13.2 

2015 

16.1 

17.4 

2020 

36.6 

23.0 

2025 

67.2 

29.5 

2030 

110.5 

38.6 

2035 

165.9 

50.4 

2040 

239.1 

65.8 

2045 

330.6 

86.0 

2050 

439.4 

112.4 


y Anounts in paxentheses axe negative* 


Total Fedexal 

&ployee Agency and Genexal 

Contxibutions Rewnue Expend! tuies 



130.1) 

0.2 

(0.1) 

0.4 

(0.1) 

0.6 

(0.1) 

0.8 

(0.1) 

1.0 

(0.1) 

1.2 

0.0 

l.S 

0.1 

1.7 

0.3 

3.0 

0.6 

4.6 

3.5 

6.4 

4.8 

9.0 

10.4 

12.1 

a. 4 

16.0 

43.6 

21.0 

75.7 

27.4 

121.7 

35.9 

180.4 

46.9 

258.0 

61.3 

355.3 

80.1 

471.7 


SOURCE; These pxojections weie developed by Bdwin C. Hustead, FSA, foinex 
Chief Actuaxy of the Civil Sex vice Retixement Systen; he is now 
Dixectox, Actuaxial Consulting Sex vices. Hay Associates. 
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TABU 6 

Pedetal Agency and Genetal Revenue Bmendituiea 
Piojections fox the Hodifled CSR Srstea 
(dollat anounts in billions) 


Coabined GSRS 


Yeax 

Benefi 

1984 

321.5 

24.0 

1985 

26.4 

1986 

28.9 

1987 

31.3 

1988 

33.7 

1989 

35.9 

1990 

38.0 

1991 

40.3 

1995 

49.6 

2000 

63.0 

2005 

79.2 

2010 

100.3 

2015 

120.7 

2020 

142.5 

2025 

166.6 

2030 

196.6 

2035 

233.2 

2040 

283.5 

2045 

355.6 

2050 

450.1 


Goabinsd 
Refunds 
“HO — 

0.7 

0.9 

1.1 

1.4 
1.6 
1.9 

2.5 

2.6 
4.1 
7.8 

10.1 

13.2 

17.4 

23.0 

29.5 

38.6 
S0.4 
65.8 

86.0 
112.4 


Coabined Eiq)loy e6 
Contzibutions 

JO 

4.3 

4.2 

4.7 

4.8 

4.9 

5.0 

5.0 

5.1 

5.2 
6.0 
7.6 

9.0 

12.1 

16.0 

a.o 

27.4 

35.9 

46.9 
61.3 
80.1 


Fedezal Agenqr and 
Cenexal Avenue 
Sxpendituies 
TTTO 

20.4 

23.2 

25.4 
27.9 

30.3 

32.8 

35.3 

37.8 

48.5 

64.9 

81.6 

104.5 

126.0 

149.5 

175.1 
207.8 
247.7 

302.5 
380.3 

482.5 


Tables 4 and 5. 
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TABLE 7 


Social Sociuity Account Conti ibution and Benefit 
Payaetlt Inczeases and Budgetaz/ Cost Fioa 
Coveilng New Eeployees Undei Social Secuzity 
(dollaz anounts in billions) 


Yeai 

Contzibutions 1/ 
EPDlovei BoployM 

I]icieM.d 
OASna Benefits 

Net Social Secuzity 
Revenue Inczeases 2/ 

Net Budget 

Cost 01 (Gain) 

TTOT 

■Ksa 

“TO 


50.4 

( 50 . 2 J 

1984 


0.5 

0.0 

1.0 

(0.5) 

1985 

1.0 

1.0 

0.0 

2.0 

(1.0) 

1986 

1.3 

1.3 

0.0 

2.6 

(1.3) 

1987 

1.8 

1.8 

0.0 

3.6 

(1.8) 

1988 

2.3 

2.3 

0.0 

4.6 

(2-3) 

1989 

2.8 

2.8 

0.0 

5.6 

• (2.8) 

1990 

3.6 

3.6 

0.1 

7.1 

(3.5) 

1991 

4.2 

4.2 

0.1 

8.3 

(4.1) 

1995 

7.3 

7.3 

0.4 

14.2 

(6.9) 

2000 

11.0 

11.0 

0.8 

a.2 

(10.2) 

2005 

15.5 

15.5 

2.0 

29.0 

(13.5) 

2010 

21.9 

a.9 

3.5 

40.3 

(18.4) 

2015 

29.4 

29.4 

6.3 

52.5 

(23.1) 

2020 

38.8 

38.8 

20.1 

57.5 

(18.7) 

2025 


50.8 

43.0 

58.6 

(7. 8) 

2030 

66.5 

66.5 

70.5 

62.5 

4.0 

2035 

86.9 

86.9 

112.8 

61.0 

25.9 

2040 

113.5 

113.5 

171.3 

55.7 

57.8 

2045 

148.4 

148.4 

267.3 

29.5 

118.9 

2050 

193.9 

193.9 

395.0 

(7.2) 

201.1 


T7 Asszjns tfiat 98 pezcent of total payioll of new hiies is belw Social 
S^uiity naxiBUB taxable eainingn dining fiist ten yeazs» declining to 95 pet- 
cent ovez next I yeazs* Qniently legislated tax lates weze used to ^^ate 
the contzibutions* Estieated paytoil was piovided by Edwin €• Husteadt FSA, 
foznez Chief Actuazy of the Civil Seivice Retizeaent Systen; he is now Bizectoz, 
Actuaiial Consulting Sei vices. Hay Associates. 

2/ Benefit estiMtes foz 1983-1990, 2000, 2025 and 2050 aze fio* the Social 
^^uzity Adninistiation. Estiaates fox laaaining yeazs weze develc^>ed by the 
authoi. 
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TABLE 8 

Fedetal Budget Flows Requiied to Meet Fedetel Civilian 
Retizeaent Cost Undez Pzoposed Restzuctuzing o£ 
the Cuzzent System 
Cdollaz aaounts in billions) 


Teaz 

Closed 
System Cost 

Modified System Cost 

Fedezal Retizenent Social Secuzitv 

Met Budgetazy 
Cost 






1984 

20*5 

(oa) 

(0.S) 

19.9 

198S 

23.3 

(oa) 

(1-0) 

22.2 

1986 

25.4 

(oa) 

(1.3) 

24.1 

1987 

27.9 

(oa) 

(1.8) 

26.1 

1988 

30.4 

(O.l) 

(2.3) 

28.0 

1989 

32.8 

0.0 

(2.8) 

30.0 

1990 

35.1 

0.1 

(3.S) 

31.7 

1991 

37. S 

0.3 

C4.X) 

33.7 

1995 

47.9 

0.6 

(6.9) 

41.6 

2000 

61.3 

3.5 

(10.2) 

54.7 

2005 

76.8 

4.8 

(13.S) 

68.1 

2010 

94.1 

10.4 

(18.4) 

86.1 

2015 

104.6 

21.4 

(23.1) 

102.9 

2020 

105.9 

43.6 

(18.7) 

130.8 

2025 

99.4 

75.7 

(7.8) 

167.3 

2030 

86.1 

121.7 

4.0 

211.8 

2035 

67.3 

180.4 

25. 9 

273.6 

2040 

44.4 

258.0 

S7.8 

360.3 

2045 

25.0 

355.3 

118.9 

499.2 

2050 

10.7 

471.7 

201.1 

683.6 


SmmT TablM 4,S, and 7. 
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TABLE 9 

Fedetal Agency and G^neial Revenue Ecpendltuxe Px ejections 
£oi the Cuxient GSRS and Modified Systea in Conjunction 
with Newly Mixed Wotkeis Undex Social Secuxity 
(dollai aacunts in billions) 

Guzzent Systea Modified Systea Net Savings 1/ 





50.2 

1984 

20.0 

19.9 

0.1 

1985 

22.4 

22.2 

0.2 

1986 

24.3 

24.1 

0.2 

1987 

26.3 

26.1 

0.2 

1988 

28.4 

28.1 

0.3 

1989 

30.3 

30.0 

0-3 

1990 

32.3 

31.7 

0.6 

1991 

34.2 

33.7 

0.5 

1995 

42.4 

41.6 

0.8 

2000 

54.5 

54.7 

(0.2) 

2005 

70.8 

68*1 

2.7 

2010 

93.2 

86.1 

7.1 

2015 

122.4 

102.9 

19.5 

2020 

161.9 

130.8 

31.0 

2025 

212.6 

167.3 

45.3 

2030 

277.7 

211.8 

65.9 

2035 

360.0 

273.6 

86.4 

2040 

465.7 

360.3 

105.4 

2045 

604.1 

499.2 

104.9 

2050 

786.7 

683.6 

103.1 


U Ammmts in paxentheses aie negative. 
SOmCES: Tables 2, 6, and 8. 


I2-S47 0-83-7 
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TABLE 10 

GSRS Incoae, Benefits and Amd Balances: Qosed Systea 
fca Qiaxent Voikess Uhdei Existing Financing 
Legislation fox Selected Yeaxs 


Enployee 

Yeai Cbntxibiitions 

(dollax aaounts in billions) 

Eaployex Investaent 

Gbntxibutioos Incoae V Benefits 

Ptnd 

BaluK. 1 / 


S 4.0 

HE 

1 6.7 

1 22.1 


1984 

4.1 

22.1 

7.2 

24.6 

112.0 

1985 

3.7 

23.3 

7.7 

27.0 

119.7 

1986 

4.1 

25.0 

8.1 

29.5 

127. S 

1987 

4.0 

26.3 

8.5 

32.0 

134.4 

1988 

3.9 

27.5 

8.9 

34.3 

140.4 

1989 

3.8 

28.5 

9.1 

36.5 

14S.2 

1990 

3.6 

29.4 

9.3 

38.7 

140.8 

1991 

3.4 

30.4 

9.4 

40.9 

151.1 

1995 

2.2 

34.4 

8.9 

50.1 

143.3 

2000 

1.4 

41.1 

6.5 

62.7 

94.1 

2005 

1.2 

49.7 

0.9 

78.1 

CIO. 7) 

2010 

0.0 

58*9 

(9.0) 

94.1 

(193.4) 

2015 

0.0 

70.7 

(23.7) 

104.6 

(453. 2) 

2020 

0.0 

83.1 

(41.8) 

105.9 

(761.3) 

2025 

0.0 

95.1 

(61.3) 

99.4 

(1,087.1) 

2030 

0.0 

105.8 

(80.4) 

86.1 

(1,400.8) 

2035 

0.0 

114.6 

(97.4) 

67.3 

(1,673.4) 

2040 

0.0 

120.7 

(110.6) 

44.4 

(1,878.1) 

2045 

0.0 

124.4 

(119.3) 

25.0 

(2,007.6) 

2050 

0.0 

126.1 

(123.9) 

10.7 

(2.073.9) 


axe negative. 


SGUROi: ITiese pxojections wexe developed by Edwin C. Hustead, FSA, foxnex 
Chief Actuaxy of the Civil Sexvice Retlxeaent Systea; be is now 
Dixectox, Actuaxial Consulting Sex vices, Hty Associates. 
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TABU 11 


CSRS Incoae, Benefits and Fund Balances: Closed Systea 
fox Cuxient Woikezs Undex Financing Proposed in 
Stevens' Legislative Pxoposal fox Selected Yeaxs 
(dollax aaounts in billions) 


Yeax 

Eeployee 

Contributions 

Enployex 

Contxlbutions 

Investaent 

Inceae 

Benefits 

Fund 

Balance 



"no 

"TTXT 

no — 


1984 

4.1 

31.2 

7.9 

24.6 

130.8 

1985 

3*7 

31.5 

9.0 

27.0 

148.1 

1986 

4.1 

34.2 

10.1 

29.5 

166.9 

1987 

4.0 

35.5 

11.2 

32.0 

185.7 

1988 

3.9 

36.7 

12.3 

34.3 

204.3 

1989 

3.8 

37.7 

13.3 

36.5 

222.5 

1990 

3.6 

38.5 

14.2 

38.7 

240.2 

1991 

3.4 

39.1 

15.1 

40.9 

257.0 

1995 

2.2 

41.7 

18.0 

50.1 

311.6 

2000 

1.4 

49.5 

U.3 

62.7 

363.7 

2005 

1.2 

62.5 

24.1 

78.1 

411.2 

2010 

0.0 

76.2 

26.9 

94.1 

456.8 

2015 

0.0 

99.5 

31.4 

104.6 

549.7 

2020 

0.0 

130.1 

43.8 

105.9 

798.5 

2025 

0.0 

0.0 

S3.1 

99.4 

838.0 

2030 

0.0 

0.0 

39.0 

86.1 

603.3 

2035 

0.0 

0.0 

25.4 

67.3 

381.9 

2040 

0.0 

0.0 

14.1 

44.4 

204.7 

2045 

0.0 

0.0 

6.2 

25. 0 

85.4 

2050 

0.0 

0.0 

1.7 

10.7 

19.0 


S0URC2: Tliese px ejections wexc developed by Edwin C. Hustead, FSA, Fotnex 
Qiief Actuary of the Civil Service Retixenent Systea; he is now 
DliectoXt Actuarial Ccmsulting Services, Hay Associates* 
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TABLE 12 


Bq>loyez Gontzlbuti^ns to GSRS Undex QizienC Legislation 
and Stevens' Proposal: Closed Systea £oi Cuxient 
Wozkeis fox Selected Yeais 
(dollaz aaounts in billions) 


Teas 

Oil lent Financing 
Conczibutions 

Stevens* Ploposal ' 
Financing Contxibutions 

Inez eased 
Requixeaei 




JCT" 

1984 

22.1 

31.2 

9.1 

1985 

23.3 

31.5 

8.2 

1986 

25.0 

34.2 

9.2 

1987 

26.3 

35.5 

9.2 

1988 

27.5 

36.7 

9.2 

1989 

28.5 

37.7 

9.2 

1990 

29.4 

38.5 

9.1 

1991 

30.4 

39.1 

8.7 

1995 

34.4 

41.7 

7.3 

2000 

41.1 

45.9 

8.4 

2005 

49.7 

62.5 

12.8 

2010 

58. 9 

76.2 

17.3 

2015 

70.7 

99.5 

28.3 

2020 

83.1 

130.1 

47.0 

2025 

95.1 

0.0 

(95.1) 

2030 

105.3 

0.0 

(105.3) 

2035 

114.6 

0.0 

(114.6) 

2040 

120.7 

0.0 

(120.7) 

2045 

124.4 

0.0 

(124.4) 

2050 

126.1 

0.0 

(126.1) 


P'““TC5oi55trT!rpax«nthe»es axe negative. 


SOURCT: These piojections wexe developed by Edwin C. Hustead, FSA, foinez 
Chief Actuary of the avil Service Retiiement Systea; he is now 
Dixectox, Actuaxial Consulting Seivices, Hay Associates. 
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Vn. BUDGETARY FLOW CHARTS 

The impact on the federal budget as a result of our legislation is 
extremely (»mpl^ Sylvester Schieber of the Employee Benefit Re- 
sctmch Institate in concert with the Senate Special Committee on 
Aging has diagranuned the budgetary impact of our legislation vis- 
a-vis the conti n ua t ion of the current system. They chose four years 
to portray the various impact on the budget, Le. 1990, 2000, 2025, 
and 2050. The numbers are in billions of dollars. Beginning in the 
yw 2000 and following, three diagrams are provided. The first 
shows the budgetary impact of mAmtuinitig the Current System, 
ass u ming no changes. The second portra 3 ^ tiie impact of our legis- 
lation if all monies were retained in the federal treasury. It is enti- 
tled the Modified System— Internal Funding. The third 
entitled the Modifi^ Systnn— External and Internal Funding— 
portrays the budgetary impact of our legislation as currently 
drafted. 


(89) 


Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 001 20002-9 



Approved For Release 2010/03/01 : CIA-RDP89-00066R0001 001 20002-9 


CORREHT SYSTEM; 1990 



BUDGET EFFECT: Revonues: $ 7.0 
Out lay. s: 39.3 
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IIODIFIEO SYSTEM * 

INTERNAL FUNOINQ: 1990 



BUDGET EFFECT: Revenues: $ 8.7 
Outlays: 40.4 

NET: -31,7 
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CURBENT SYSTEM I 2000 



BUDGET EFFECT: Revenues; $ 12.1 
Outlays: 66.5 

NET; -S4.5 
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MODIFIKD SYSTEM « 

INTBnNAL FUNDING : 2000 



BUDGET EFFECT: Revenues: $ 17.0 
Outlays: 71.0 

NET: -54.6 
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CUHRENT SYSTEM: 2025 
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UODIFIEO SYSTEM 







CimRBNT SYSTEM; 2050 
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BUDGET EFFECT: Revenues: $186.8 
Outlays: 973.5 




MODIFIED SYSTEM 
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